The Journal of Accountancy 


Published Monthly under the auspices of the 
American Association of Public Accountants 


Vol. 4 AUGUST, 1907 No. 4 


Principal and Income 
With Some Court Decisions thereon of Interest to the 


Accountancy Profession.* 


By F. Wess, C. P. A. 
PART II. 


Discussion Summed up by Mr. Weiss upon Invitation of 
President Allen. 


Assuming a case where a life tenant has received dividends 
based on only about half of the earnings for a great number of 
years, the balance of the earnings accumulating meanwhile, and 
where a stock dividend is finally declared, this stock dividend 
may have to be apportioned between principal and income, pro 
rata to the amount of surplus accumulated before the testator’s 
death and after it, when the life tenant came into the income. 
From the company’s books and financial reports can be readily 
determined what the earnings were and when they accumulated, 
and equitable apportionment can therefrom be made without 
difficulty, but the general rules of apportionment will have to be 
followed or a special decision may have to be obtained. 

The rules of apportionment, particularly in Pennsylvania and 
Connecticut, are quite clear, but they vary in different states and 
in some are quite limited, and in many instances therefore it will 
be wise to defer to the trustee’s application to the courts for 
instruction. 


* Address before the New York State Society of Certified Public Accountants, 
January 14, 1907. ‘ 
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You have heard the question raised regarding a National 
Bank with a capital stock of $300,000 and a surplus of over 
$6,000,000. The bank increases its capital stock to $3,000,000 
through the channel of an extraordinary dividend, having prac- 
tically the effect of a stock dividend by an arrangement where- 
under the dividend is to be applied to subscription for new stock. 
Under the condition of its undivided surplus this bank stock has 
a market value of about $2,500 per share. It was assumed that a 
number of shares of this stock were left by a testator in trust, 
providing that the income shall go to a wife or daughter as life 
tenants for a certain period, and the stock eventually to go to the 
son as the remainderman. The question arises should this 
extraordinary dividend be treated as income or principal. Apply- 
ing the rulings in the two cases cited in the Court of Appeals, this 
dividend would be representing or be representative of income 
(a distribution of accumulated earnings) and as such would 
appear to be income. It seems to me, however, that the testator 
did not contemplate or intend to imply that the principal, 7. e., 
the original shares left in trust by him, to go to his son as the 
remainderman, should eventually go to him depreciated to one- 
tenth of their value, as would be the case by this extraordinary 
dividend distributing half of the accumulated surplus, and the 
increase of the capital from $300,000 to $3,000,000 and of the 
shares from 3,000 to 30,000 in numbers. This would seem to me 
to be consuming the principal bequeathed by the income, and I 
would treat this extraordinary dividend, even assuming it to be 
in cash and its application to subscription for new stock only 
optional, as principal or advise application to the court for special 
decision. 

Referring to the case cited of trustees of an estate holding 
stock worth 120 which under accumulation of earnings became 
worth 150 and was sold at that price. Has the life tenant who 
is to receive the income any interest in this accumulation, was the 
question. Generally speaking, no; there is no income for the life 
tenant unless dividends are declared, and increase in value of 
shares is and remains part of the principal, although the increase 
in value may be due to accumulation of earnings during the 
time when he was entitled to income. But a stockholder, trustee, 
or a life tenant has, however, recourse at law to compel a partial 
distribution of earnings, if he can prove them as being made, and 
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where the company for no apparent valid reasons persists in 
withholding a distribution of a reasonable part of these earnings. 
Such actions have been brought successfully. 

In the case of a corporation with a capital of $1,000,000 and a 
surplus of $500,000 winding up its affairs and distributing its 
assets, the stockholders receive these assets and this distribution 
constitutes principal. A liquidation is not a dividend in the sense 
of a distribution of earnings. The instance related here to-night, 
of profits declared by a syndicate out of stock transactions two 
months after the testator, who was a participant, died, proved 
very interesting. The testator appeared to have provided for a 
separate disposition of the principal of the estate and of the in- 
come therefrom. Here apportionment was made of these profits, 
part of which had accumulated before the testator’s death, a por- 
tion to income and a portion to principal. It was evident that all 
the parties in interest could agree to an adjustment that seemed 
equitable to them and no recourse to a decision of the courts was 
deemed necessary. 

As was quite clearly brought out in the discussion to-night, 
income, as far as the life tenant is concerned, is often neither in 
proportion to the earnings during the time when he appears 
entitled to income nor to the income which the testator probably 
contemplated he should receive; and on the other hand, the prin- 
cipal as probably conceived by the testator is liable to be affected, 
where the language of the will or instrument of trust is not 
clear and precise, and there is also not to be overlooked the 
possible effect of the language of the resolutions declaring 
“extraordinary ” or “ stock dividends ” upon either principal or 
income. 


COURT DECISIONS. 


Onginal Texts and Extracts and Citations from Howes’ “American 
Law Relating to Principal and Income.” 


Re: Profits on Sales of Shares of Stock: In Smith vs. 
Hooper, 95 Md., 16, a testator had bequeathed $10,000 to a trus- 
tee to pay the “ dividends and income” to M. for life. At M.’s 
request the trustees used the $10,000 to purchase the property of a 
can manufactory. This property was then transferred to a cor- 
poration, the trustees taking 300 shares of stock in payment. 
They sold half of these shares for $5,000, and invested part of 
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this $5,000 in stock of another can company. The companies 
paid large dividends, which the trustees paid to M. as income. 
Both corporations were later absorbed by the A. Co. and, as a 
result, the trustees received a large block of shares in the A. Co. 
The original trust fund of $10,000 has increased to a value of 
$158,000, part of which is proceeds of stock sold and part of 
stock received on transfer of the original stock. It was held 
that none of this increase could be called income, and that it 
belonged wholly to the corpus of the estate. Although there had 
been a large profit, the profit came from the increase in value of 
stock. ‘“ Increase and income are not synonymous terms. Until 
detached or separated from the shares whose value it enhances, 
increase forms part of that value, and, therefore, part of the 
shares; and if it be part of the shares themselves, then, whilst it 
may be profit, it is in no sense income.” 

Re: Bond Premiums: It has been held in some jurisdictions 
that a trustee who has purchased bonds at a premium should 
deduct from the various collections of interest and add to the 
principal such sums as will replace the premium if the bonds are 
held until maturity. That is, he should establish a sort of sinking 
fund to repair the waste of principal. (New England Trust Co. 
vs. Eaton, 140 Mass., 532; N. Y. Life Insurance & Trust Co. vs. 
Baker, 165 N. Y., 484.) 

Other jurisdictions have held that no part of the current in- 
come should be used to replace a premium. (Hite’s Devisees vs. 
Hite’s Ex’r, 93 Ky., 257; Penn-Gaskell’s Estate [No. 2], 208 Pa. 
St., 346.) It is argued that gains and losses in the value of 
bonds should come within the general rule applied to other 
securities: that they are gains and losses in corpus. It is pointed 
out that the premiums are not paid to secure greater income, but 
usually represent safety and permanency of the investment and 
facility of transfer and use, and, in fact, usually accompany a 
low rate of interest. It is argued that the premium is paid more 
for the interest of the remainderman than for the interest of the 
life tenant, and so should be considered as something that the 
fund itself should endure, as being a charge for the benefit of 
the whole fund. (Penn-Gaskell’s Estate [No. 2], 208 Pa. St., 
346; N. E. Trust Co. vs. Eaton, 140 Mass., 532, 545, dissenting 
opinion by Holmes, J.). 

If the main object of a testator appears to have been to pro- 
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vide a liberal income consistent with safety, the courts will incline 
to the view that he did not intend any deductions from income to 
replace such loss of corpus. (Matter of Hoyt, 160 N. Y., 607.) 
A direction by a testator to invest in certain kinds of bonds and 
pay to his four sons “all the dividends and income” of said 
bonds, over and above the expense of carrying out the trust, was 
held to indicate an intention that no deductions from income of 
such bonds should be made to replace the premiums which the 
trustee was obliged to pay. (Shaw vs. Cordis, 143 Mass., 443.) 

Where bonds which are rated at a premium are part of the 
identical property left by the testator, and the trustees have prop- 
erly allowed the investment to remain, deductions should not be 
made from current income to replace the wasting premium, unless 
it appears that the testator intended that such provision should 
be made. (Sargent vs. Sargent, 103 Mass., 297. See also Reed 
vs. Head, 6 Allen, 174.) 

Re: Method of Apportionment: The method of apportion- , 
ment adopted in Earp’s Appeal, the leading case for this doctrine, 
was to find the difference in value between the old stock owned 
by the trust at the date when the trust was established and the old 
and the new stock together at the time of the stock dividend. 
The surplus earnings being left as large as when the trust began, 
the increase in value was held to belong to income. Thus it was 
found that the original 540 shares were worth $67,500 at the time 
of the testator’s death. These original shares together with the 
810 new shares of the dividend were worth $108,000 at the time 
of the stock dividend. The difference, $40,500, representing 506 
new shares at market value, was held to be profit which arose 
since the death of the testator, and was apportioned entirely to 
income, since the stock dividend did not reduce the surplus 
earnings below what they were at the beginning of the trust. 

This seems to be the accepted method of apportioning a stock 
dividend in Pennsylvania. It will be noticed that only a part of 
the new shares was given to income, although it was found that 
the stock dividend was based wholly upon earnings made while 
the trust earned the stock. The life tenant ought never to get 
more than the par value of all the new stock issued to his trustee, 
although the new stock is worth more than par. The reason that 
it is worth more than par is usually because of a large fund of 
undivided earnings which are not being permanently capitalized 
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and in which it has equal equities with the old stock. The stock 
dividend represents a permanent capitalization only of earnings 
equal to the par value of the new stock. To illustrate with the 
facts of Earp’s Appeal, if the life tenant had been given the 
entire issue of 810 shares which sold at 80, he would have had a 
dividend of $64,800 in value. The original 540 shares left as 
principal would have been worth only $43,200, a shrinkage of 
$24,200. Instead, he was given enough of the new stock at its 
market value to equal the 810 new shares at $50, the par value. 

In making the apportionment the periodical fiscal reports, 
usually semi-annual or annual, of the codperation are usually 
taken as showing when the earnings were accumulated, and no 
attempt is made to apportion for periods less than those covered 
by such reports. (Earp’s Appeal, 28 Pa. St., 368; Thomas vs. 
Gregg, 78 Md., 545.) 

Re: Dividends from Floating Capital: Earnings do not be- 
come part of the permanent capital of the corporation by simply 
being accumulated and even temporarily invested outside the 
business of the company. So long as their identity is preserved 
they constitute a fund from which the directors can at discretion 
declare a dividend which is a dividend from income of the cor- 
poration. States which do not apportion extraordinary dividends 
would give such a dividend entirely to income. (Matter of 
Rogers, 161 N. Y., 108; Hemenway vs. Hemenway, 181 Mass., 
406; see also Quinn vs. Safe Deposit & Trust Co., 93 Md. 285.) 

Where a company engaged in the business of mining and sell- 
ing coal had accumulated a large fund of undivided earnings, 
part of which stood on its books as a “Coal Land Renewal 
Fund,” and had been held in reserve for the purpose of pur- 
chasing new mines as the old ones became exhausted, and part 
of which was simply surplus profits, most of which fund was 
invested to produce income in stocks, bonds, and other securities, 
a large cash dividend based upon these accumulated earnings 
was held to be a dividend belonging to income. (Hemenway vs. 
Hemenway, 181 Mass., 406.) 


Decision: It is no doubt true that profits do not of 
necessity always remain such, and that they may be con- 
verted into permanent capital without any formal action 
or declaration on the part of the corporation or its direct- 
ors. (Minot vs. Paine, 99 Mass., 101.) But they do not 
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become capital by mere accumulation and accretion except 
in special cases and under special charter provisions, 
. . . nor by the mere lapse of time, though that may be 
the practical effect in cases where, in consequence thereof, 
it becomes difficult or impossible to distinguish them from 
capital. So long as their identity is preserved, we do not 
see why the directors may not regard them as profits and 
treat them accordingly . . . In order to become capi- 
tal they should be applied, we think, in some effectual way 
to a permanent increase of the property which is used in 
the business of the corporation. They may be set aside as 
matter of bookkeeping for such a use, but until actually 
appropriated to that purpose they remain, it seems to us, 
profits, and the corporation and its directors may deal 
with them as such. Morton, J., in Hemenway vs. Hemen- 
way, 181 Mass., 406, 410. (See note below.) 

Where a corporation had invested earnings in the purchase of 
its own stock held by a trustee, a distribution of this stock to its 
shareholders was held to be dividend of income. (Leland vs. 
Hayden, 102 Mass., 542.) 

Where a manufacturing corporation had retained a large 
amount of its earnings, part of which it invested in western lands, 
in government bonds, and in railroad stocks, it was held that a 
large cash dividend based upon such floating capital belonged to 
income. (Matter of Rogers, 161 N. Y., 108; see also Stewart 
vs. Phelps, 71 App. Div., 91, 173 N. Y., 621.) 

Note.—The company referred to herein is the Pennsylvania Coal 
Company, and the issue involved is that the payment of that company’s 
large cash dividend (an extraordinary dividend) was held a dividend 
belonging to income. 

For a different interpretation of the same facts regarding the same 
company, where the moneys divided (1. e., the extraordinary cash dividend 


of the same company) was held to be capital, see the case here following 
of the Second Universalist Church vs. Colegrove (Connecticut). 


RE: DivipEND ON FLOATING CAPITAL. 
Statement of Case and Decision: 

The Second Universalist Church of Stamford vs. Harriet 
Colegrove, New Haven, June term, 1901. A mining company 
had set aside and invested, from the proceeds of working its 
mines, large sums from time to time, to an amount which finally 
exceeded its capital. By concerted, though individual action, the 
shareholders, at the recommendation of the directors, then sold 
their shares at a high premium, under a contract with the buyer 
by which certain specified assets representing part of this re- 
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served surplus, should be “ reserved out of the interests in said 
property passing to the purchasers” by reason of the transfer 
of the shares, and the former shareholders should “ receive the 
benefit of said reserved assets.” Provision was then made by the 
directors for turning these assets into cash, under management of 
trustees appointed for the purpose, and a dividend “ of the said 
assets” payable by these trustees at a future time was voted, 
and afterwards paid. Held, that this transaction was substan- 
tially a liquidation of the affairs of the company as they had been 
conducted under the old management, that those receiving the 
dividends took them not as shareholders but because they had 
formerly been shareholders; and therefore, as between a re- 
mainderman and the holder of a life interest in shares thus sold, 
the moneys divided were capital and not income. 

~~ Argued June 4th; decided July 23, 1901. 

Amicable suit to determine the rights of the partners in and to 
a dividend upon shares of stocks held under a testamentary trust, 
brought to the Superior Court in Fairfield County and reserved 
by that court, Robinson (Judge), for the consideration and advice 
of the court. 

Said Pennsylvania Coal Co. was organized in 1838, and its 
organization continued in 1895, by acts of the legislature in 
Pennsylvania. The par value of the stock was at the time of 
making of the said will, and had been for many years, $5,000,000 ; 
and for many years and at the time of making of the will afore- 
said, it had paid regular yearly dividends of 16 per cent., being 
less than the amount earned. The excess not used for dividends 
or in the business of the company was invested in stocks, bonds 
and other securities. This excess fund stood upon the books of 
the company as a “ Coal Land Renewal Fund,” and as “ Surplus.” 
The purpose of the former fund was to replace coal lands owned 
by the company which should become mined out, by the pur- 
chase of other coal lands. On May 30, 1895, the Coal Land Re- 
newal fund stood upon the books of the company at $4,500,000, 
and the surplus at $4,012,701.08. 

BALDWIN (Judge), The Pennsylvania Coal Company was en- 
gaged in the business of mining coal. Shares in such company 
are a wasting investment. There are two modes of conducting 
its affairs. The capital invested in a mine may be gradually paid 
back to the shareholders in the shape of dividends from the pro- 
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ceeds of working it; or part of these proceeds may be retained 
for reinvestment from time to time, in the purchase of new mines 
to take the place of the old ones as they become exhausted or un- 
profitable. (Morawetz on Priv. Corp. Paragraph 442, 830.) 

The Pennsylvania Coal Company adopted the latter policy. 
It established a large “ Coal Land Renewal Fund ” and also put 
aside a “Surplus” fund, each of which, 1901, was nearly or 
quite as large as its capital stock. 

The testator contemplated the possibility of a re-organization 
of the company, and made a provision for that contingency 

There was, in effect, a liquidation of the affairs of the 
company, as they had been conducted under the old management. 

The dividend declared from these accumulated profits was 
not a stock dividend. That mode of distribution was not possible ; 
for the object of the whole transaction was to cut off the old 
shareholders from any future participation in the concerns of the 
company. The provisions of the Public Acts of 1889, p. 41, chap. 
22, therefore do not apply. 

Nor was it a cash dividend. It was in terms one consisting of 
certain specified assets. While the cash which might be on hand 
at a certain future date was included, its amount was not and 
could not be stated. The other assets were to be converted into 
cash; but this was to be effected by trustees, under an active 
trust which might endure for a considerable period of time. 
These trustees were substantially in the position of liquidators. 
The sums which they might ultimately realize and pay over were 
uncertain. The beneficiaries of the trust, to whom the payments 
were to be made, were to receive them not as shareholders in the 
company, but because they had formerly been shareholders. 

The $10,000 received by the society’s committee is therefore 
to be regarded as a part of the accumulated property or “ floating 
capital ” of the corporation distributed in liquidation, and belongs 
wholly to the capital of the trust fund. (Gifford vs. Thompson, 
115 Mass., 478; D’Ooge vs. Leeds, 176 ib., 558, 57 Northeastern 
Rep., 1025.) 

The Superior Court is so advised. 

RE: SHARE OF STocK REPRESENTS SHAREHOLDERS’ INTEREST IN 

CaPITAL AND NET EARNINGS. 

Extract of Case and Decision: 
James B. Jermain, Respondent, vs. The Lake Shore and 
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Michigan Southern Railway Company, Appellant, 160, 94 (91 
N. Y., 483, etc.). Court of Appeals, State of New York. 


Where a dividend upon its stock is declared by a cor- 
poration it belongs to the holders of the stock at the time 
of the declaration, without regard to the source from 
which, or the time during which, the funds divided were 
acquired by the corporation. 


(Argued February 1, 1883; decided March 6, 1883.) 
Ear (Judge). This action was brought to compel the de- 
- fendant to declare and pay dividends of 10 per cent. per annum 
from June, 1857, to February, 1863, upon certain shares of guar- 
anteed stock owned by the plaintiff. The facts in this case are 
the same as those found in the case of Boardman vs. The Lake 
_Shore and Michigan Southern Railway Company (84 N. Y., 
157), except that in that case the certificate of stock was dated 
November 26, 1862, and in this case it is dated December 12, 1870. 
A share of stock represents the interest which the 
shareholder has in the capital and net earnings of the corporation. 
The interest is of an abstract nature, that is, the shareholder can- 
not by any act of his, nor ordinarily by any act of the law, re- 
duce it to possession. He can take, and is entitled to take, the 
surplus profits when a dividend has been declared by the proper 
officers of the corporation, and upon dissolution of the corpora- 
tion he can take his share of the assets thereof left for distribu- 
tion, pro rata, among the shareholders. The corporation repre- 
sents the whole body of the shareholders and to it, before a 
dividend has been declared, belong, in solido, all the assets in 
which the shareholders, as such, are interested. When a dividend 
has once been declared out of net earnings, the amount of such 
dividend is no longer a part of the assets of the company, but is 
appropriated or set apart for the shareholders. They receive 
credit for the dividends and the corporation simply holds them as 
their trustee. Therefore, before a dividend has been declared, a 
share of stock represents the whole interest which the share- 
holder has in the corporation, and when he transfers his stock he 
transfers his entire interest, and dividends subsequently declared, 
without reference to the source from which or the time during 
which the funds divided were acquired by the corporation, 
necessarily belong to the holder of the stock at the time of the 
declaration. 
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It is not the intention to refer particularly to the final holding in this 
lengthy decision. The above extract is merely quoted to cite the court’s 
opinion as to a share of stock representing the shareholders’ interest in the 
capital as well as the accumulated net earnings. 


RE: Stock DivipEND HELD TO BE PRINCIPAL. 


Statement of Case and Decision—(Extract). 


Gibbons vs. Mahon (U. S. Reports 136), the Supreme Court, 
October Term, 1889. Appeal from the Supreme Court of the 
District of Columbia. 

Argued December 19, 20, 1888; decided May 19, 1890. 

Statement of the Case: Under a will bequeathing stock in a 
corporation and government bonds, in trust to pay “ the dividends 
of said stock and the interest of said bonds as they accrue” to a 
daughter of the testator “ during her lifetime, without percentage 
of commission or diminution of principal,’ and directing that 
upon her death” the said stocks, bonds and income shall revert 
to the estate ” of the trustee, “ without incumbrance or impeach- 
ment of waste,” a stock dividend declared by a corporation which 
from time to time, before and after the death of the testator, has 
invested accumulated earnings in its permanent work and plant, 
and which, since his death, has been authorized by statute to in- 
crease its capital stock, is an accretion to capital, and the income 
thereof only is payable to the tenant for life. 

This was a bill in equity by Mary Ann Gibbons against Jane 
Owen Mahon to compel the transfer to the plaintiff of shares in 
the Washington Gas Light Co., held by the defendant under the 
will of Ann W. Smith. 

Mrs. Smith, a widow and the mother of both parties to this 
suit, died March 26, 1895, owning 280 shares in that Company 
and leaving a last will . . . containing the following be- 
quests: . . . (see Summary of Statement of case at 

Argument for Appellant: On November 1, 1868, the board of 
directors of the company adopted the following resolution: 
“ WHEREAS the construction account of this company exceeds one 
million of dollars, and as the capital of the company has been in- 
creased by an act of Congress to one million of dollars, THERE- 
FORE BE IT RESOLVED, That, The increased stock be awarded 
among the stockholders, share for share, as they stood on the 
first of October, 1868.” 
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On September 29, 1868, the defendant surrendered to the com- 
pany the certificate for the 280 shares mentioned in Mrs. Smith’s 
will, and those shares were transferred on the books of the com- 
pany to the name of the defendant, as trustee; and on November 
17, 1868, the company made out and delivered to the defendant, as 
trustee, a certificate for the 560 shares. 

The defendant paid to the plaintiff from time to time the divi- 
dends afterwards declared on the 560 shares, but never trans- 
ferred to her the 280 new shares. 


The court dismissed the bill . . . and the plaintiff ap- 
pealed to this court 


Mr. Justice Gray delivered the opinion of the court. 


The question presented . . . is whether the 280 new 
shares of stock in the Washington Gas Light Co. are to be 
treated as dividends to the whole, or part of the principal to 
which the plaintiff is entitled under the will, or are to be treated 
as an increase of the capital of the trust fund and the plaintiff 
therefore entitled to receive only the income thereof. 


The court below held that the new shares must be treated as 

capital, the income only of which was payable to the plaintiff 

upon full consideration of the case, on reason and 
authority, Court is of opinion that the decision below is correct. 


Reserved and accumulated earnings so long as they are held 
and invested by the corporation, being part of its corporate prop- 
erty, it follows that the interest therein, represented by each 
share, is capital and not income, of that share as between the life 
tenant and the remainderman, legal or equitable thereof. 

In ascertaining the rights of such persons, the intention of 
the testator, so far as manifested by him, must of course control ; 
but when he has given no special direction upon the question as 
to what shall be considered principal and what income, he must 
be presumed to have had in view the lawful power of the cor- 
poration over the use and apportionment of its earnings, and to 
have intended that the determination of that question should 
depend upon the regular action of the corporation with regard 
to all its shares. 

Therefore, when a distribution of earnings is made by a cor- 
poration among its stockholders, the question whether such dis- 
tribution is an apportionment of additional stock representing 
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capital, or a division of profits and income, depends upon the 
substance and intent of the action of the corporation, as mani- 
fested by its vote or resolution; and ordinarily a dividend de- 
clared in stock is to be deemed capital, and a dividend in money 
is to be deemed income, of each share. 

Opinion: A stock dividend really takes nothing from the 
property of the corporation, and adds nothing to the interests of 
the shareholders. Its property is not diminished and their in- 
terests are not increased. After such a dividend, as before, the 
corporation has the title in all the corporate property; the aggre- 
gate interests therein of all the shareholders are represented by 
the whole number of shares; and the proportional interest of 
each shareholder remains the same. The only change is in the 
evidence which represents that interest, the new shares and the 
original shares together representing the same proportional in- 
terest that the original shares represented before the issue of the 
new ones. 

Opinion: From the beginning of this century, it has been 
established, by decisions of the Court of Chancery in England, 
and of the House of Lords on appeal from Scotland, that where a 
bank having no power by law to increase its capital stock, has 
used its accumulated profits as a floating capital, and invested 
them in securities which can be turned into cash at pleasure, an 
extraordinary dividend or bonus declared out of such profits is 
capital, and not income, of each share, as between owners of the 
life interest and of the interest in remainder therein, without in- 
quiring into the time when the profits were actually earned. 

In William vs. Western Union Telegraph Co., 93 N. Y., 162, 
the Court of Appeals said . . . When a corporation has a 
surplus, whether a dividend shall be made and if made how much 
it shall be and when and where it shall be payable rests in the 
fair and honest discretion of the directors uncontrollable by the 
courts. . . . Desiring to use the surplus and add it to the 
permanent capital of the company, and having lawfully created 
shares of stock they could issue to the stockholders such shares 
to represent their respective interests in such surplus. After a 
stock dividend a corporation has just as much property as it had 
before. . . . After such a dividend the aggregate of the 
stockholders own no more interest in the corporation than before. 
The whole number of shares before the stock dividend represented 
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the whole property of the corporation and after the dividend they 
represent that and no more. A stock dividend does not distri- 
bute property, but simply dilutes the shares as they existed before. 
(93 N. Y., 192-189.) 

To hold the plaintiff to be entitled to the whole of the new 
shares issued to the defendant would be to allow the plaintiff 
the exclusive benefit of earnings, the greater part of which had 
accrued and had been invested by the company as capital before 
her interest began, and would be contrary to all the authorities. 
To award to her a proportion of these shares, based upon an ac- 
count of how much of those earnings actually accrued after the 
death of the testatrix, would be to substitute the estimate of the 
court for the discretion of the corporation, lawfully exercised 
through its directors, and would be open to the practical in- 
convenience already stated. 

The resolution is clearly an apportionment of the new shares 
as representing capital, and not a distribution or division of in- 
come—as well observed by Mr. Justice James “ delivering the 
opinion of the court below: Certificates of stock are simply the 
representative of the interest which the stockholder has in the 
capital of the corporation. Before the issue of these 280 new 
shares this trustee held precisely the same interest in this in- 
creased plant in the capital of the corporation that she held after- 
wards. She merely had a new representative of an interest that 
she already owned and which was not increased by the issue of 
the new shares. A dividend is something with which the cor- 
poration parts but it parted with nothing in issuing this new 
stock. It simply gave a new evidence of ownership which already 
existed. They were not in any sense therefore dividends for 
which this trustee had to account to the “ cestui que trust.” She 
stood after the issue of the new shares just as she had stood be- 
fore and the trustee was obliged to treat them just as she did— 
namely, as part of the original and to pay the dividends to the 
cestui que trust (4 Mackey, 136.) Decree affirmed. 


(To be continued.) 
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Mercantile Agencies. 


By J. E. Hacerty, Pu. D., 
Professor of Economics and Sociology in Ohio State University. 


The mercantile agency is an institution organized to investi- 
gate the financial standing, the business character, and habits of 
business men. To put the matter briefly, it is a credit information 
bureau. There are two classes of agencies, the general agency 
and the special agency. Of the first class, the two conspicuous 
examples are the Bradstreet and Dun agencies. The special 
agency obtains credit information in a special line of business as 
furniture, shoes, coal, etc. Because it specializes, it is more effi- 
cient than the general agency in procuring and distributing 
information of a detailed character. 

The agency will be discussed here from three points of view: 

1. The economic conditions which gave rise to it, and its 
development to meet the needs peculiar to the United 
States. 

2. The methods of the agency—its organization to pro- 
cure and distribute credit information. 

3. Its short-comings in failing to satisfy present day 
needs. 

The mercantile agency did not exist prior to the crisis of 1837. 
The industrial area of the United States at that time did not ex- 
tend far into the West. Cincinnati was then the great western city 
of trade with a population in 1840 of 46,000. Chicago and St. 
Louis were small trading ports, the former having a population 
of 4,470, and the latter of 16,4609. 

Prior to the’ crisis of ’37, the western and southern traders 
visited the jobbers and manufacturers of the East twice a year 
to make their purchases. After a few minutes talk with a mer- 
chant, terms of credit were agreed upon which usually required 
payment for the goods upon the return of the merchant when he 
purchased again. The relations between the jobber and the 
western retailer, between seller and buyer, were personal ones. 
Credit was granted because the jobber had _ confidence 
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in the honesty of.the trader and in his ability to con- 
duct a successful business. When a merchant started in business, 
if credit was desired, he took letters of recommendation from his 
fellow merchants to their jobbers in the eastern trading centers. 
If retailers lived remote from jobbing centers, their purchases 
were restricted to the few jobbers with whem they had estab- 
lished personal relations. 

While the traders of the South and West continued to visit 
the jobbers of the East, the relations between the buyer and seller 
were very different from those we understand to-day to be purely 
business ones. The trips of the retailers to the houses in the 
cities were not only for business but for pleasure. When trade 
relations were established between the jobber and the retailer, 
the personal relations between them became of such a character 
that the retailer usually purchased exclusively of the jobber. The 
standards of business and personal honor then demanded fairness 
in prices and in quality of goods on the part of the jobber, and 
promptness in paying his debts as contracted, on the part of the 
retailer. An element of shrewdness and a power of personal con- 
trol were acquired by the city merchant in those days which the 
changed methods of buying and selling have made unnecessary 
now. 

Nearly all the States and Territories had insolvency and col- 
lection laws, but they were rarely enforced as eastern merchants 
seldom attempted to prosecute bankrupts in the West and South. 
Many merchants, even as late as the ’40’s, claimed that it would 
be better if all the collection laws of the States and Territories were 
abolished, as higher standards of honesty and honor would be 
developed without them. 

These earlier notions gradually changed. The jobber had 
but little definite information as to the standing of those to whom 
he granted credit, and he frequently discovered that his confidence 
had been misplaced. Especially during times of panics and de- 
pressions, he lost heavily by injudiciously granting credit. Some 
of the larger jobbing houses that could afford to do so, sent out 
agents among their customers to make collections and to investi- 
gate their standing, and the character of their business. The 
means of travel were slow and difficult, and this method of learn- 
ing the status of those seeking credit proved to be very expensive. 
At least all the small jobbing houses were denied this means of 
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investigation. Such credit relations prevailed exclusively among 
business men to the close of the crisis of 1837. After the crisis 
had spent its force, and thousands of merchants had been retired 
from business, the granting of credit with little or no knowledge 
of the standing of those seeking it, became a very serious problem 
to both the jobber and manufacturer. Then, too, as business re- 
lations began to extend over a large area a greater need was 
felt for information concerning the business standing of men con- 
tinually seeking credit, which could be procured nowhere but in 
the home of the merchant. 

It was at this time and under such conditions that the mer- 
cantile agency arose. 

It may be traced to information kept by a credit man of a large 
jobbing house of New York. The credit man recorded in a book 
all the information he could collect over a series of years con- 
cerning the traders with the house. The house failed, but the 
information was preserved. Other houses knowing this sought 
out the credit man to get his information. He began to sell it, 
and in doing this we have the origin of the first mercantile 
agency. Tappan & Co. was organized in 1841. In 1846 Ben- 
jamin Douglas was admitted to the company as a partner of 
Tappan. In 1854 Graham Dun became a partner of Douglas 
and the firm name was Douglas & Company. In 1860 Douglas 
withdrew and since then the business has been conducted under 
the name of R. G. Dun & Co. The Bradstreet Company, the 
other leading agency, was organized in 1849. Mr. John M. Brad- 
street, a lawyer of Cincinnati, had charge of a large insolvent 
estate and learned by this means a great deal of credit informa- 
tion concerning people in and near Cincinnati. He made arrange- 
ment with several New York houses which enabled him to sell 
his credit information to them. This led him to organize an in- 
stitution which dealt exclusively in credit information. He was 
soon joined in the business by his son, and the name was changed. 
The more recent change of title was in 1876 when it was incor- 
porated as the “ Bradstreet Company.” Other General agencies 
for a time attempted to compete with the Bradstreet and Dun 
companies, but they failed, and now these two companies have 
practically a monopoly of the General Agency business. 

The agency was organized at first primarily in the interest of 
the jobber. Customers from different States and Territories came 
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to him seeking credit. There was great need for information 
on the changing conditions of the dealers. As jobbing houses 
were established in western centers, branch offices were opened 
to collect and disseminate information. By 1850, beside the 
offices at New York, Boston and Baltimore, western offices had 
been established at Cincinnati, Louisville and St. Louis. By 1857, 
seventeen offices beside the central one in New York had opened 
in trading centers. Each office was supported by the trading 
community of which it was the center. The office in Boston had 
charge of the trading community of New England, the one in 
Charleston the community of South Carolina and Georgia, while 
the Ohio Valley was divided between the offices at Pittsburg, 
Cincinnati and Louisville. All the branch offices were under the 
control of the central office in New York, and they were all gov- 
erned by uniform rules. 

It could not be expected that an institution which encroached 
upon the personal rights of the individual and pried into the busi- 
ness affairs of merchants would develop without opposition. It 
met with bitter opposition by retailers, and at first it was not 
generally endorsed by jobbers. While many of the jobbers ac- 
cepted it at once as valuable to them and supported it, others 
looked upon it as an unnecessary institution, and some agreed 
with retailers that it was contrary to the spirit of free institu- 
tions. At first reports had to be based upon hearsay evidence in 
communities and upon records of deeds and mortgages. Only in 
exceptional cases could the merchant be induced to give his stand- 
ing. This prejudice against the agency has been bitter to within 
the last generation. Only within the last twenty years has the 
agency been conceded the right to require a signed statement. 
Even now the signed statement is repeatedly refused, but mer- 
chants generally feel that it is to their interests to comply with 
the requests of the agencies in giving statements over their own 
signature. A right has been established here by private com- 
panies to inquire into the business affairs of individuals which 
has been impossible in foreign countries. In no other country 
do the mercantile agencies go so far in investigations of private 
business. Elsewhere the rights of an inquisitorial character have 
been monopolized by the state. 

An investigation of certain business conditions in the United 
States and abroad will reveal the causes of the difference. In 
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older countries business relations are more fixed, they move in 
more definite channels, and are better understood. In England, 
most of the information about business men is procured from 
bankers, the privilege of securing this sort of information from 
them having been acquired. 

In Germany a credit reform association was organized in 
1882 by manufacturers, merchants, bankers, and other business 
men for the purpose of distributing confidential information re- 
garding the standing of firms seeking credit, and of collecting 
delinquent debts. The information procured and disseminated, 
however, was based on the records of business men in their 
dealings with one another, and what could be learned in a gen- 
eral way as to their financial standing. The opportunity of 
procuring statements from merchants over their own signature 
and of investigating their standing from government records is 
denied them. In the United States records have always been 
open to the inspection of the public within reasonable limits. 

The mercantile agency here grew out of our credit system 
under the peculiar conditions of the rapid extension of commerce 
in a new country. Commercial centers were springing up in the 
newly settled parts of the south and west, and new customers 
were continually appearing in eastern houses and asking for 
credit. Business firms in the early days had but a transient 
existence. Attachments to a community had but little force, and 
migration to locations where more enticing opportunities were 
presented, were frequent. Business, too, was much more specu- 
lative in its nature then than now. While great successes are 
frequent in new countries, the business death rate, too, is high. 
In older countries business connections are more fixed, and bus- 
iness methods assume a more conservative tone. The same firm 
name often prevails in a community for generations, and the 
character of the business pertains of the nature of Tennyson’s 
“ Brook.” While great successes are very infrequent, and almost 
impossible, the business death-rate compared with new countries, 
is low. With the constantly shifting changes in mercantile life 
in America in early days, credit was freely extended. Under 
these conditions debtors are more inclined to permit inquiries re- 
garding their business standing. The two periods which com- 
pletely unsettled business relations were most responsible for 
the origin and growth of mercantile agencies. The origin of the 
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institution is traced to the endeavor to restore commercial order 
from the bankrupt institutions left in the wake of the crisis of 
1837, while the period of their greatest prosperity followea the 
unsettled business relations created by the Civil War. It is at 
such times that the business houses appreciate most the need of 
such information as can be given by organized agencies. 

Retailers finally saw many of the advantages which the 
agency conferred. While the close personal relations between 
themselves and the city merchants gradually disappeared, this 
loss was compensated for in other ways. As soon as the agencies 
published the standing of business men, it was unnecessary for 
them to confine their city trade to one or a few merchants. They 
took advantage of the competitive principle and purchased where 
the best bargains were to be had. When they became subscribers 
to the agency, they learned what merchants in the city had the 
best rating, and this influenced them in buying. 

In local communities the merchant grants credit to those only 
in whom he has confidence that they will pay. Before credit is 
given, a personal knowledge of the man is necessary. Bankers 
likewise acquire a personal knowledge of men before credit is 
given. With the jobber and manufacturer the case is different. 
Their customers are distributed over a wide area, they come in 
contact with them only occasionally, and consequently their facil- 
ities for knowing customers are more meager than those at the 
command of the banker and retailer. 

To the jobber and manufacturer the service of the agency was 
seen to be invaluable so long as the reports were accurate. The 
larger houses which sent agents to investigate the standing of 
their customers, found that the system provided by the mercan- 
tile agency permitted them to secure their information much 
cheaper. They were notified who the reliable merchants were, 
and were warned against men without business standing and of 
bad financial habits. It aided also in correcting an abuse very 
prevalent when the country was new and still one of not uncom- 
mon occurrence. A merchant who found himself unable to pay 
his debts frequently moved to a community where he was un- 
known, would then secure credit, if possible, and begin again. In 
keeping careful records the agency traced these men from state 
to state, creditors were notified, and either settlements were 
effected or credit was refused. 
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The honest merchant derives an advantage when the agency 
makes it impossible for the unworthy to receive credit, as they are 
freed from competition with undesirable competitors. The com- 
petition of the business pirate and of the incapable is dreaded by 
honest merchants. Those who purchase without paying for what 
they buy are most indifferent as to selling prices, and the compe- 
tition of such men makes deep inroads into the trade of other 
merchants. The same can be said with equal certainty of the 
merchants without business capacity, whose chief aim is to have 
a large trade regardless of selling prices, and who sooner or 
later must go down in the competitive commercial battle. 
Through the continued inspection and observation of the work of 
business men, a force is exerted which lifts the methods and ideals 
of business to a higher plane. Favorable reports are responsible 
for credit, and to credit is frequently due business success. The 
agency contributes one of its chief services in working out a 
selective process by which the weaker members of the mercantile 
community are eliminated, and the most capable are permitted to 
survive. 

One of the rights acquired by the mercantile agency is to 
demand a signed statement of the merchant. This demand is by 
no means universally complied with, but is gradually growing so 
that merchants are beginning to feel that a difference is made in 
their standing when they refuse to give it. It possesses a legal 
status, as false statements make the individual criminally liable 
for obtaining goods under false pretenses. On this account it 
is considered valuable to the granter of credit, and is given with 
care by the merchant. Individual reports have been given all 
along when requested, and one of the chief services of the agency 
consists in doing this. 

ORGANIZATION. 

The agencies are organized under the control of a central 
office in New York. The country is divided into districts and in 
each district is an office to be supported by the district and to 
have charge of the collection and dissemination of information 
within the district. The R. G. Dun Co. has 180 such districts. 
In each district there are many counties. The company has two 
classes of investigators, (1) the traveling reporters who visit 
every locality at least twice a year, and (2) the local reporter, who 
usually resides in the county seat. The latter is usually an 
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attorney. The traveling reporter serves an apprenticeship in the 
branch office before he goes out as a reporter. In the cities the 
work is frequently done by attachés of the office. In some cases 
the work is divided into the difficult and the less difficult tasks, 
and the experienced men are put on the hardest problems. In 
other cases the work is classified with respect to the kinds of 
business, and reporters specialize on classes of work. 

The information is secured directly from the merchants and 
manufacturers, and they are asked to make a signed statement 
giving the status of their business, containing assets, liabilities, 
capital stock, etc. If the person solicited refuses to make a 
signed statement then the information is reported verbally. If 
he refuses to give any information at all, then the investigator 
finds out what he can from public records and from people in 
the community. Reports are made twice a year. 

The agency learns the amount of real estate owned by a mer- 
chant, the incumbrances on his property, his managing ability, 
of his attention to business, of his character for integrity and 
promptness, and if he speculates outside of his business. When- 
ever any suits are brought against him or when a mortgage on 
his property is given, or when losses are sustained by fire, these 
facts are immediately reported by the local agent to the branch 
office and the creditors of the. merchant are notified. The infor- 
mation is distributed to the trade through the annual directory, 
the quarterly reports, daily sheets or reports, and special reports. 
Subscribers pay $100 a year for the annual directory and one 
of the quarterlies, and a certain number of special reports. When 
all of the regular reports are received and many of the special 
reports, the rates are much greater. Some of the subscribers 
to the two leading companies pay as high as $3,000 annually for 
the services rendered. 

When a special report is desired, the information is usually 
wanted immediately by the subscriber. The information at hand 
is collected, and, as a rule, it is reported within a day. If there 
has been an important change in the work of the concern, so that 
an investigator must visit the manufacturer or merchant, some- 
times several days are required to make the report. 

All the information gathered is classified and filed in card 
cabinets with reference to counties and cities, the names of the 
firms represented being arranged alphabetically with reference to 
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the cities. Whenever an inquiry is made regarding a firm the 
name of the inquirer is placed on the firm card. If changes take 
place in the status of the firm, the inquirer can be informed at 
once. 

In recent years there has been a great deal of criticism of the 
mercantile agencies by credit men and the organizations of credit 
men, The formation of credit men’s asspciations and exchange 
information bureaus, and the efforts of individual credit men to 
gather a class of information concerning solicitors of credit 
which is not furnished by the agencies are evidences of the in- 
efficiency of the mercantile agencies from the point of view of 
the credit man. Mr. Prendergast in his work, “ Credit and its 
Uses,” claims that “ there is a distinct feeling that while the mer- 
cantile agency service is valuable, it is not indispensable. Many 
of them have come to the opinion now that this class of informa- 
tion is at present of a secondary character.” 


SHORTCOMINGS. 


The shortcomings of the agencies may be grouped under the 
following heads: 

1. The signed statements secured at first by the agencies were 
unsatisfactory to credit men, and they insisted on the adoption 
of the form of signed statements devised for the purpose by a 
committee of the National Association of credit men. It was 
claimed that the agency was slow in insisting on any form of 
signed statement. 

2. The reports of the agencies were claimed to be misleading, 
as failures occurred occasionally, while bankrupts had a good 
rating with Dun and Bradstreet. In this way, credit men 
claimed that they had been led into losses through faith in the 
reports of the commercial agencies. 

3. The special reports furnished were unsatisfactory on 
account of delay in securing them. 

Credit men and the agencies themselves are better informed as 
to the validity of these criticisms than the writer. A few observa- 
tions, however, may be made with safety. Where several hun- 
dred thousand reports are made annually, covering all business 
conditions, and in every section of the country, it should be ex- 
pected that some errors would be made, and that some houses 
would be declared to be in good standing which go into the bank- 
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ruptcy court. When judged by this standard alone, the percen- 
tage of such errors determines the efficiency of the agency. That 
the agency is slow with its special reports is only partially true. 
Much depends on the nature of the information desired, and the 
difficulty of getting it. No rules can be given specifying the time 
required for such a report. 

The criticism of the agencies by credit men has led to a great 
improvement of the service in the last eight or ten years. Repre- 
sentatives of the agencies argued that as the business of the agency 
was conducted for profit, it was impossible to make all the 
changes urged by the credit men without an increase of rates for 
services rendered. 

Some of the specialized agencies are in a better position to get 
more accurate and more detailed information than the general 
agencies. The credit exchange bureau, too, where organized for 
the mutual benefit of its members, can keep them better posted 
on information credit men need to know, than the mercantile 
agencies. Everything depends on the character of the 
management. 

Some of these credit exchange bureaus organized about ten 
years ago have ceased to exist, while others are being managed 
to the satisfaction of their patrons. The credit exchange bureau, 
as an institution of national importance, is still in the experi- 
mental stage, and until it succeeds there will be great need for the 
mercantile agency. 

An exceedingly valuable service is rendered by the two agen- 
cies, through their magazines, in reporting business conditions. 
These weekly reports furnish far more valuable and reliable in- 
formation on the status of business conditions, of trade and mar- 
ket conditions in every section of the country, than any publica- 
tions dealing with similar subjects. With agents in every section 
of the United States, and even in foreign countries, they occupy 
a strategic position to collect and make public reliable informa- 
tion, which enables business men to adjust their plans in confor- 
mity to changes continually taking place in the business world. 
That this is only an incidental feature of their business is no 
discount on its value. 

The business community has depended on these agencies so 
long that it is not likely that it can soon dispense with their ser- 
vices. It has become so well adapted to them that it is more 
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inclined to look harshly upon their shortcomings than justly 
upon their merits. Their real merits could never be appreciated 
unless it were possible to forego their services for a while; only 
then could they be appreciated at their real value. 


C. P. A. Law in Connecticut. 


A C. P. A. Law has passed the Connecticut Legislature and was signed 
by the Governor on July 11. Leading accountants state that the bill is not 
ideal, but that it is hoped a high standard will be maintained by the 
Board of Examiners. The Bill describes the preliminary qualifications 
of applicants as follows: 


Any person shall be eligible to take such examination who is a citizen 
of the United States, residing or having a place for the regular trans- 
action of business in the state of Connecticut, who is over twenty-one 
years of age, of good moral character, and a graduate of a high school 
with a four years’ course, or, in the discretion of the board, has had an 
equivalent education, who shall have been regularly employed as a book- 
keeper for a period of not less than two years, and who shall have had 
such training and experience in the art of public accounting as the board, 
by its rules and regulations, shall prescribe. 

The reciprocity and waiver clause is as follows: 

Any person holding a certificate as a certified public accountant 
granted under the laws of another state, and who has had at least five 
years’ experience as a public accountant, and who has practiced in this 
state on his own account for one year or more, provided the state issuing 
such original certificate grants a similar privilege to the certified public 
accountants of this state, and any person twenty-one years of age or over, 
of good moral character, applying for a certificate as a certified public 
accountant within ninety days from and after the passage of this act 
and who shall, by affidavit or otherwise, show to the satisfaction of the 
board that he has had at least two years’ instruction in the office of or 
by a reputable public accountant in active practice in this state, and has 
been engaged in the practice of public accountancy in this state for at 
least one year, or has had such other experience as said board shall find 
to be equivalent thereto, shall, upon the payment to the board of a fee 
of ten dollars, and upon the recommendation of the board, receive from 
the governor the certificate as a certified public accountant provided for in 
this act, without an examination. 

A feature of interest is the provision that the Board of Examiners 


shall consist of two accountants and one attorney-at-law. 
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Dock Capital, Expenditure, Receipts and 
Management. 
By Lee Gattoway, PH.D. 


Although the principle of the dock was early applied, there 
was very small application of the dock system until the end of 
the eighteenth century, when the growth of commerce had reached 
such proportions that the natural form of the leading ports no 
longer afforded either safety or accommodation. The industrial 
revolution had begun, and the ports and harbors, if they were 
to maintain their position in harmony with the changed order of 
things, must change also. As types of the great industrial revo- 
lution wrought by the application of steam power, we are in the 
habit of looking at the modern factory, employing an army of 
men and turning out products sufficient to supply a nation; to 
the enormous locomotives, and mammoth cargo steamers, and 
ocean greyhounds, which by their swiftness and capacity have 
made the East and West, the North and South, but as neighbors, 
each sharing in the special advantages of the other. There is, 
however, another factor which has been overlooked in the eulo- 
gies, but which, nevertheless, has contributed much to this great 
industrial advance, and that is the dock. As the terminus of 
great ocean trunk: lines or as the intermediate station on the 
entire route from the producer to the consumer, it holds a con- 
trolling position of much economic importance. So extensive and 
varied are the interests which converge here that their scope 
becomes national in character. The government, the port city, 
the railways, the shipowner, the merchant, the producer, and the 
consumer all have interests here. 

So long as the ports remained undeveloped, there was no 
need of a complex system of business management. The lighting, 
buoying, piloting, and dredging of the fairway, although often 
starting as a private enterprise under charter of the government, 
have gradually been taken over by some public body directly. 
The nature of the business is such that public management has 
been accepted universally as necessary. But with the extension 
of the facilities to care for large vessels and the growing traffic, 
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the complexity of the economic relations has increased. The 
addition of costly docks, wharves, quays, and warehouses, rail- 
roads, and extensive operating machinery, involves a great cap- 
ital outlay, a complex business organization, and efficient 
management. This clearly differentiates the dock system from 
the fairway or channel of a port. 

Let us first consider the capital outlay. The business relations 
of an enterprise will be largely determined by the amount and 
character of the capital invested. In an analysis of dock capital 
it will be seen that the business relations of the dock will be 
governed by the principles underlying all undertakings where 
there is a large fixed capital involved. Of course, it is recog- 
nizable at once that no standard unit of cost can be posited for 
docks in general. Even those of the same port may vary 
immensely. The approximate cost of the work must be arrived 
at by taking into consideration the kind and class of accommoda- 
tion, the physical characteristics of the site and strata, the price of 
land, the local rates of labor, the materials available, and the 
habits of the people and their methods of working. These will 
vary from place to place. The variation of the cost in the same 
kind of dock may be seen in the case of the Barry Dock near 
Cardiff on the west coast of England, and the Alexandra Dock 
at Hull on the east coast. The cost per acre of water area of the 
former was approximately £8,300, while that of the latter cost 
£21,450. If complete equipment be added to each, the expense 
was £12,950 and £29,200 respectively. It is here evident, and 
this applies to all docks, that the cost of construction is very 
much more than the equipment, and, therefore, most of the 
capital is fixed. If one excludes such items as railway sidings 
round the dock, hydraulic machinery, buoys, electric lights, 
weighbridges, sheds, etc., the business activity of the dock would 
be controlled by the cost of construction; but the dock equipment 
is of so special a nature that it is practically as fixed as the 
capital put into excavations and walls; so that it may be said 
that all dock capital is fixed; and should a dock, through loss of 
trade or inability to attract trade owing to poor location be com- 
pelled to cease operations, the capital so sunk would be irrecover- 
able as well. Should a dock, through its situation in the heart of 
a metropolis like London, become more valuable for other pur- 
poses than as docks, there could be nothing realized from the 
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capital spent in structural and equipment purposes, and the 
necessity of filling up the dock basin would only tend to diminish 
the returns on the unearned increment. 

Furthermore, the enlargement of a dock entails the sacrifice 
of the capital previously spent on that part of the dock walls where 
the extension is made. There will also be the extra outlay to 
remove the old works, and should there be work involving the 
enlarging of a dock, the dock business may be seriously interfered 
with for many months. To avoid these heavy expenses due to 
meager facilities for handling a trade which has increased beyond 
the calculations of the original builders, dock companies must 
build extra works which may not bring returns for years to come. 
Heavy as these sacrifices to the future are, nevertheless, there 
must be a still greater outlay in the same direction. Provision 
must be made for future dock extension. When the necessity for 
dock extension comes late in the history of a port the land is 
either no longer obtainable, or, if so, at enormous prices. In 
New York a special improvement covering 2,900 feet of North 
River bulkhead and ten new piers cost $11,300,000, two-thirds of 
which is the value of the property condemned by it. 

In connection with this item of fixed capital which plays such 
an important part in the policy of rate making in a business 
operating under conditions of free competition, are two other 
familiar but important business fundamentals. The profitable- 
ness of any business depends upon keeping the capital fully 
occupied. Hence the greater the business handled, the less 
heavily falls the charge upon the capital per unit of service. But 
under the conditions prevailing in harbor enterprises, dock cap- 
ital can seldom do this. When it is considered that the chief 
feature of a dock business is its dependence upon the fluctuating 
tendencies of trade, it is easily seen that the equipment, which 
must meet the maximum requirement of a busy season, may, at one 
time, be worked to its fullest capacity, while at other periods 
it may lie idle for weeks at a time. This fact likewise has an im- 
portant bearing upon the making of dock rates, for if the business 
is to pay, it must charge rates high enough during the busy seasons 
to cover the full charge for capital and maintenance, as well as 
other expenses, for the whole year. The second of these funda- 
mentals is that the increase of trade reduces capital charges per 
unit of trade. This is easily seen in its application to the dock if 
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the relations between the shipowner, the merchant and the dock 
company are simple and direct. The inducement, therefore, for 
a company to attract trade to its docks is very strong, and it 
becomes not the least among the factors affecting dock capital, 
which determines whether competition between independent 
companies or amalgamation of all the companies shall prevail in 
a port. 

So far it has been possible to treat the dock as being free 
from other business interests; the purely physical characteristics 
of the enterprise make it possible to do this. But the tendency 
of dock business is no exception to business in general, i. e., the 
tendency to absorb all allied enterprises, and by thus broadening 
the basis, minimize the risk to their profits through depending 
upon one line of trade, or to economize expenses and labor by 
substituting a single management for the many. But, although 
dock enterprise has extended from the simple operation of berth- 
ing a ship to a complex organization involving warehousing and 
transportation of goods, yet no new element has been added to 
change the character of the capital. 

The next important element underlying and controlling dock 
business activities is expenditure. By following a_ specific 
example the character and relations of these items can be best 
comprehended. London is selected not because it is the largest 
system in the world, but because here the parts of the organization 
can be most clearly seen in their true business relations. Here 
is no mixing of accounts with national, state, municipal, other 
transport enterprise, or public trust; but the London system 
stands out clearly as a business proposition for ‘the purpose of 
making profits for its shareholders. If the wharves of London, 
which are owned by many individuals, are excluded, the dock 
accommodation on the Thames may be divided into three classes. 
First, several small basins which serve chiefly as railway ter- 
minals; secondly, the Surrey Commercial Docks, serving a 
special trade, such as timber and grain; thirdly, the London and 
India Docks Company, which is the greatest, and includes all 
the remaining docks on the Thames. The total expenditure upon 
the construction of the docks and warehouses belonging to this 
system is estimated at nearly £20,000,000. According to the 
chairman, the relations between the dock and warehouse business 
are so intricate that it is impossible to separate the accounts, but 
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about one-half of the gross revenue is derived from each branch 


of the business. 
This company in a recent report submitted to the proprietors 
shows for the year the following expenses on revenue account: 


LONDON AND INDIA DOCKS EXPENDITURE. 


A. Maintaining the organization. 
1. Salaries 
2. Directors’ Fees 
3. Superannuation Allowances 
4. Rates and Taxes 
B. Maintaining of Plant and Premises. 
Docks and Warehouses 
. Dredging 
Insurance (goods and buildings) 
Rent and Sinking Fund 
. Losses and Claims 
Removal of Ships 
Law and Parliamentary 


C. General Charges. 
1. Miscellaneous 
2. Stores and Stationery 


D. Doing the Work. 
Wages (docks and warehouses) 
Lighterage 
Carriage by Land 
Train Expenses 
Telegraph and Telephone 
Coal and Coke 
. Gas, Electric Light, and Water 
. Compensations and Donations 

The classification of the above is not that found in the report, 
but is based upon what appears to be a logical arrangement 
proceeding from the general to the particular, as Mr. Acworth 
says in his “Elements of Railway Economics,” “ First, the 
organization of an enterprise; secondly, the maintenance of the 
machinery required; and lastly, the carrying into effect of the 
objects of the enterprise.” 

In comparing the expenditure with that of the dock capital, 
it is seen that about one-half of the expense is fixed, and so has 
much the same influence in determining the policy of management 
as has the greater part of the dock capital. Thus, beginning with 
the cost of maintenance, under A and B, which totals up to over 
40 per cent. of the whole expenditure, it is easily observed that 
there can be but slight connection between the outlays for these 
items and the amount of business transacted or earnings of the 
company. In 1903 the company paid a fair dividend, but in the 
following year trade was poor and a dividend of only 1% per 
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cent. was paid. But even if profits had entirely disappeared, the 
charges for maintaining the organization, the plant and premises 
would not have decreased materially. Hence it appears that 
nearly one-half of the total expenses of a dock when fully 
employed will be but slightly larger than that of a dock which is 
empty a great part of the time. 

It is noticeable under the third heading, “ Doing the Work,” 
that the wage and transport items are by far the largest, and that 
while the other charges may be more or less fixed, these will vary 
almost directly with the amount of business done. Perhaps 
there is no other business that has a greater advantage in this 
respect than the docks. The conditions of labor are such at the 
docks that only a relatively small proportion of the labor force 
need be retained when work is slack, for the ‘“‘ Casual Laborer ” 
is always at hand when wanted. Likewise the charges for trans- 
port, in so far as carriage is performed by independent lighterage 
and railway companies. Yet, of course, when business is brisk 
these charges increase proportionately. 

The significance of the above analysis is seen when the close 
relation between the character of a company’s capitalization and 
its charges, and the company’s policy of rate making, its methods 
of business, and its organization are considered. This, in a large 
part, explains the many early failures of dock companies, when a 
system of political economy considered all capital to be mobile, 
and business experience had not learned the importance of a 
reserve for depreciation. It likewise offers a reason for the 
disappearance of the many separate dock companies which at 
some time have been present in most large ports, but which are 
to-day under one control. 

Turning now to the earnings on the revenue account, the 
report shows the following items and income: 


By import rates on goods 
By export rates on goods 
Total £1,151,000 
Rates and charges on shipping 
Rates for use of graving docks 
Railway rates and tolls 
Rents of lands and premises 
North London Ry. Co 
Brunswick Wharf 
Registration fees 
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The above may be divided into income from rates upon (1) 
Goods, (2) Shipping, (3) Rents and incidental sources. 

An examination of the classification and the schedules upon 
which the companies base their charges discloses the important 
facts of the basis of the charge, and the incidence of the dock 
dues. 

There is perhaps no more debated question to-day than that 
of the basis of establishing rates in the world of transportation. 
But if the following considerations, i. e., the character of the dock 
capital and expenditure, the competition of other dock companies 
in the same or other ports, the relation that the docks hold to the 
other branches of the transport business, and their position as a 
handler of a special trade or a general trade, be taken into 
account, experience has taught the dock company as a business 
proposition that it should find what the traffic will bear, and 
charge accordingly. Thus the manager of the London and St. 
Katherine Docks Company in answer to the charge that the docks 
having cost much, they were exacting exorbitant rates and 
excluding the goods of the lower classes, said: “ If the company 
had acted on this principle, they would have shown themselves 
ignorant of the system on which charges should be made. 
Whether docks have cost more or less, the rates should be fixed 
so as to yield the largest net revenue, and should have reference 
more to what the trade can afford than to what the docks have 
cost. If the position of the dock companies enables them, as it 
does, to secure the highest class of goods, of course, they take 
them in preference to the lowest.” Furthermore, if one studies 
a schedule of rates of a large dock company, which gets a great 
amount of both low and high class goods and is capable of hand- 
ling them all, it is found that by taking the more remunerative 
class of goods it is enabled to take the other class at a lower rate. 
It is the working out of this principle in its application to dock 
rates that accounts for the complexity in the classification and 
schedules of rates. 

In the published schedules, however, some broad classifications 
are made under the headings, “ goods inwards ” or “ outwards,” 
which are reclassified as “ foreign” or “ coastwise,” and which 
may be still further affected by being classed as “ transhipment ” 
goods, either foreign or domestic. Goods falling under the above 
designation may be further classified according to the character 
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of the materials, and heavy or bulky goods in which cheapness is 
the prime factor. To this category of commodities belong grain, 
minerals, ores, coal, nitrate of soda, phosphate of rock, salt, 
sulphur, china clay, chalk and vegetable products, such as jute, 
cotton, hemp, raw sugar, molasses and timber. To some com- 
modities, such as petroleum and oils, that give off an inflammable 
vapor at low temperatures and explosives like powder, dynamite, 
etc., there is added the element of danger; while in the handling 
of another large class, such as bullion, wine, fruits, cattle, frozen 
meats, etc., there are other risks that easily suggest themselves. 
If a dock company assumes any responsibility for the handling of 
the above articles—which may range from simply allowing the 
goods to pass over the harbor waters to a complete delivery into 
the consignee’s hands—the rates vary accordingly. The difficulty 
of deciding the rate increases with the number of services per- 
formed, but this is further complicated by the differences in the 
charges, depending upon the class of goods, according to an 
ad valorem basis. The question is often raised here, does not 
this basis of charging according to the value of the goods rather, 
than according to the services performed, constitute a serious 
discrimination between the classes of goods, and in so far as it 
is not a cost for service, is it not an indirect tax upon the merchant 
and the community? No doubt a ton of tobacco in simply passing 
over the harbor waters is no more trouble to the port authorities 
of Glasgow than a ton of common manure, yet upon the former 
there is a charge of 2s. per ton, while on the latter there is a rate 
of only 4d. per ton, a difference of 600 per cent. In 1834 it was 
estimated that Glasgow was paying £100,000 transport charges 
on goods that had to be brought through the harbors of Liver- 
pool and Greenock, because she had no harbor of her own. Since 
then Glasgow has spent millions of pounds sterling in deepening 
the River Clyde, and in providing docks. The cost of maintaining 
the works has run into many thousands a year. Both these 
heavy fixed charges will go on whether few or many goods come 
to the harbor. It is obvious that a charge of 2s., or even Is. per 
ton upon goods in the class represented by the second example 
would probably exclude them; and on the other hand, if the dues 
on the first class were reduced to 4d. a ton, it would not largely 
increase the imports; and beside, at such a uniformly low rate no 
system of harbor organization couid maintain itself. If the lowest 


279 


The Journal of Accountancy. 


class were kept out, there would be no alternative but to raise the 
dues on the other grades. Therefore, instead of discriminating 
against the higher grades of goods by taking other classes at 
any rate under which they will use the harbor, it rather tends 
to lessen the charges on the higher class of commodities. 


In regard to the tax on the community, because the higher 
valued goods are charged more than the lower grade, it follows 
as a corollary of the preceding that if the two classes were 
charged on the basis of service, each must pay the same; but such 
a division of the charge would raise the rates on the lowest 
classes above what they could bear, and as a consequence the 
users of the other grades would be compelled to pay the whole 
cost of dock dues. 

In further considering the schedule of rates it is found that 
the charges upon foreign goods inward are higher, as a rule, 
than upon the foreign goods outward; while both the classes 
just mentioned are subject to higher rates than are those goods 
classed as coastwise traffic. 


In some cases there is no charge on export merchandise, the 
idea being to attract domestic export products to the docks, and 
by so doing make the port attractive to the shipowners, who 
always favor the port where an outward cargo can be found. In 
the case of the coastwise traffic, the rates are made to favor the 
coasters, which are in direct competition with the inland means 
of transport. The kind of merchandise most universally favored 
is that known as “transhipment goods.” These goods, in 
addition to furnishing extra cargo to an incoming vessei, provide 
freight for some outgoing boat. In this way the port is made 
attractive to two ships, and as every port aims at extending its 
connections with as many parts of the world as possible, this kind 
of traffic is always sought after. As a consequence, rates upon it 
are low. Remuneration is looked for in the extra business and 
activity of the port. 


In comparing the schedules of the different ports, one finds a 
great diversity, not only in the rates, but in the form and system 
of the classification. As a consequence, it becomes difficult not 
only to compare ports situated in different countries, but even any 
two ports within the same nation. This leads to frequent com- 
plaints on the part of shipowners. It ought not to be impossible 
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for the merchant or the shipowner to make a comparison of the 
total charges at any two ports, because of the lack of any unifor- 
mity in the form of the schedules. Indeed, merchants belonging 
to some of the largest ports complain that it is difficult to find out 
whether the dues paid are correct or not. It, therefore, seems 
desirable that each country, at least, adopt a recognized form of 
schedule, but allow every latitude in the making of the rates. 

How complicated this schedule may become is shown by a 
report on the system of dock charges in one of Great Britain’s 
largest ports a few years ago. The investigation showed that in 
this particular port the charges were levied upon 1,870 articles of 
produce or subdivisions of the same, and that each of these was 
again classed under eight heads, so that there were actually 1,500 
combinations and rates; the extent to which some of the sub- 
divisions had been pushed being most curious; and it was further 
stated that 84 weights, measures, or other definitions of quantities 
were used in the computation of the dues. 

Turning again to the classification of the Income Account, it 
is seen that the second source of income is derived from dues based 
on the ship’s registered tonnage. Tonnage is a measurement of 
capacity in a ship, the ton being not a unit of weight but of 
cubic contents. The ton is now reckoned as 100 cubic feet, and on 
this unit is based the assessment of all dues and charges 
upon shipping. In general it may be said that to-day all the parts 
of a ship used for running the vessel are not reckoned in the 
registered tonnage, while all those parts devoted to carrying 
freight, or for the earning of profits, are to be reckoned. 

While formerly, defective systems of calculation were the 
cause of much evasion of dues, and complaint on the part of the 
dock companies, to-day the chief fault lies in the deductions from 
gross tonnage. So extensive are these deductions in cases of 
steam vessels that the dock owners and-harbor authorities suffer 
largely in dues. The disparity which may exist between the 
registered tonnage and the freight carrying capacity of some 
vessels was exemplified in the port of Bristol a short time ago, 
when a twin-screw vessel of 500 tons register, steamed from the 
harbor with 1,500 tons of freight, a weight equal to three times 
her registered tonnage. Mr. Carter Scott, president of the 
London and India Docks Company, estimated for his company 
that in 1888 the gross tonnage exceeded the net by 64.31 per cent., 
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so that while in 1888 the ship paid dues on 42 per cent. of her 
gross tonnage, to-day she pays dues on about 36 per cent. 

As in the case of the goods, the practice of the dock companies 
in charging dues upon shipping, based on the principle of what 
the traffic will bear, gives a great variety of rates. Although the 
unit of reckoning the charge is the registered ton, usually there 
is a distinction made between sailing vessels and steamboats. Also 
a distinction between vessels entering and clearing. Then, too, 
there are special reductions on tonnage, based on the number of 
voyages made in a year, and regular lines of navigation usually 
enjoy fixed berths with a special tariff. In many ports there 
are special rates for vessels carrying special cargoes. The pay- 
ment of a tonnage due entitles a ship to a fixed number of days’ 
accommodation, yet hardly any two ports specify the same length 
of time. Perhaps the most common classification is one based on 
the destination of the vessel, some ports making a distinction 
simply as between foreign and coasting vessels, while others 
vary the dues according to the country from or to which the ship 
is bound; others consider the distance to the port farthest away 
at which the vessel has touched during the voyage. 

One might go on indefinitely, if he wished to consider the 
different combinations of the above classifications, and it would 
be necessary to treat each port individually, if all the variations 
in charging dues were to be given. But these are the chief classi- 
fications, and they give some idea as to the number and complexity 
of the factors that must be taken into consideration both by the 
merchant and by the shipowner, especially the latter, and more 
especially if he be the proprietor of a “ tramp” vessel. 

To illustrate the complexity of charges based on tonnage we 
will take the classification based on destination. From a compar- 
ison of ten principal ports of Great Britain, there are found to be 
eighteen different classifications as to destination in use. Of 
these ports Glasgow, Belfast, and Barrow have a simple division 
between coastwise vessels from or to all ports outside the United 
Kingdom. For a charge of 8d. Glasgow allows only two weeks’ 
rent, while Belfast offers four weeks’ rent at a charge of 4d. 
Hartlepool, Middlesboro’, and Newcastle-on-Tyne have each six 
classes, and while the time is the same (four weeks) in each case, 
the dues range from 6d. to 1s. 6d. In general the charge on the 
shipping bound to any place beyond Europe is from 8d. to 1s. 6d. 
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per registered ton, the charges being higher on vessels for the 
Atlantic ports of North America than on those bound for the 
Baltic ports. The tolls vary without reference to the contents of 
the vessel, from rod. to 1s. 6d. in the former, and 6d. to Is. in the 
case of the latter. This vast difference might be accounted for 
by the fact that the Atlantic port vessels are allowed on the 
average, seven weeks’ rent, while those of the Baltic are entitled 
to an average rent of about six weeks. 

In regard to the dock rates and dues as a whole it may be 
said that the great number of items and their variety add a 
technical difficulty to the problem of rate making. If the economic 
principle of determining the value of a service by the demand for 
that service, expressed in the economics of transportation by the 
phrase, “what the traffic will bear,” be abandoned, it would need 
a capable force of experts indeed to allocate the cost of service to 
each item. Furthermore, there is no other business, not even 
shipping itself, which is subject to such trade uncertainties and 
fluctuations in the sources of its income. This adds an unknown 
factor which makes the application of the “cost of service” 
principle impracticable, for dock rates and dues must be fixed and 
published in advance of the year’s business, and not afterwards. 
To establish a rate according to the cost of the service demands 
that the amount of service be known. A rate that may be estab- 
lished, on this principle, upon the known trade at the beginning 
of the year, may prove to be entirely inadequate, or very much in 
excess for “ fair profits,” owing to an uncalculated change during 
the year in the course of trade as a whole, or in some particular 
branch. Such a situation would not establish equitableness of 
rates nor lessen that “ discrimination ”’ which is so often con- 
demned as the leading feature of the present system of fixing 
dock charges. Thus the three important financial factors of dock 
enterprise, i. e., Capital, Expenditure, and Income, all point to 
the fact that the basis of determining rates lies outside the power 
of the dock managers. There is, however, in the hands of the 
dock authorities the power to decide upon the agents who must 
bear the direct charges of the rates and dues. This raises the 
final question mentioned at the beginning of this discussion. 

As to the incidence of the dock dues, it will be observed by 
referring to the tabulation under the Income Account, that the 
proportion of the income due to “ goods ” and “ shipping ” stands 
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in the relation of 2 to 1; or in other words, the merchant 
bears two-thirds of the charge, and the shipowner pays one-third. 
That is, in the first instance the charges fall upon the cargo and 
the ship. And without going into the difficult question of price- 
making in the world’s markets (for that is what it would really 
amount to) it may be taken that in the end, of course, the con- 
sumer must bear the burden. However, at every point where these 
charges are shifted, friction arises. The extent to which this 
friction is a hindrance to an industry depends much upon the 
conditions regulating its activities in the field of competition. A 
railway, for instance, which has a carrying monopoly over a dis- 
trict can easily shift the local rates upon the freight owner. In 
the case of a ship or line of ships where competition not only 
rules, but where the agents controlling the freight rates and 
profits are so difficult to determine, any toll or port duty often 
becomes a difficult matter to handle. The changes which enter 
the field of the shipping business are so frequent that, no doubt, 
in many cases the shipowner finds that he must subtract the 
charges of some dock company from his profits when he ‘ad 
supposed the charges would go to his expense account. It is 
not strange then that shipowners as a class declare that dock dues 
are direct charges upon shipping which they are unable to shift 
owing to severe competition. Whether he can or not is beside 
the point in so far as the dock company is concerned. The point 
to be emphasized is, that the shipowner thinks he cannot. The 
more duty free a ship is made at any port the more incentive there 
is for the owner to visit that port. It takes away some of the 
many charges which he must consider in his bargaining for 
freight. In removing these charges upon the ship the dock com- 
pany does not need to sacrifice any part of its revenue, for there 
is the alternative of placing the whole charge upon the goods. 
And when one considers the leading position that the shipping 
holds in the advancement of a port it seems advisable that in the 
interest of the port the charges should be placed, so far as pos- 
sible, upon the goods, rather than upon the ship. To the other 
agents concerned in the charges, that is, the merchants, the 
harbor authorities and the consumers, this change in the policy 
of charging would make slight difference, for whereas it appears 
that at present the merchant or consignee pays two-thirds of the 
dock dues, he in reality pays the other one-third also, indirectly, 
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in the shape of freight rates to the shipowner. The change would 
simply mean that he would pay one-half more dock dues, and a 
proportionately less freight rate, for the forces of competition 
which act so freely in ocean transportation, would in no way be 
iessened by the change. 

To the consumer it is immaterial who pays these intermediate 
charges. He is concerned more with the size of the price and the 
justice of the charge. Ifa company, a private individual, or a city 
enjoys the natural monopoly of a harbor by means of which they 
may exact a toll for the benefit of local or private purposes, the 
question then extends to the consumer. Such a state of affairs 
assumes the status of a tax for which the consumer does not get 
a “quid pro quo.” If all the consumers resided at the port city 
and they chose this method of taxing themselves, no fault could be 
found with it; but most ports are but the outlets and inlets for 
vast “ Hinterlands’ which lie far away from any local benefits 
or jurisdiction of the port city. 

Perhaps no city so situated has not been put under the temp- 
tation of relieving its local taxes by town dues upon the shipping 
of its harbor, and in this way compelling outside communities to 
bear its burdens. A good example of this policy (which, it is 
needless to say, has long been abandoned) is gathered from a 
published statement of accounts of the Liverpool Corporation 
showing that the amount received from town dues was £3,784,138. 
Out of this was spent £29,275 on account of landing vessels and 
movable piers, landing stages, docks, etc., or one sovereign out of 
every 108 went to the river and docks, while the remainder went 
for town purposes, such as official salaries, paving, police, 
churches, etc. In 1856 raw cotton alone paid £17,000 for one 
year’s toll, in addition to other charges. One individual proprie- 
tor in the clay potteries paid £100 per annum on clay in town dues 
to Liverpool. 

It has often been argued that the whole expense of running 
the government of the city of New York might be defrayed out 
of the revenues derived from the wharves. This reason, among 
others, induced the city to begin the buying up of this valuable 
property. It may not be necessary to say that in spite of this 
form of income, other methods of taxation have not been done 
away with. But whether, on this account, taxes ever disappear 
or not, all dues paid to the city as a result of her possessing this 
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great natural monopoly would be an indirect tax not limited to 
the goods consumed within the city, but would be a great sweep- 
ing tax extending over the whole country; and in this case it 
would be especially aggravating, as the National Government 
has spent large sums in channel betterments in order that the 
city might attract more shipping. The Constitution prohibits 
any local body from levying import duties. But such a form of 
dock dues might easily violate the spirit of any such provision. 

Furthermore it might be questioned whether a port might 
not be more successful if no local taxes were levied upon the 
docks, the proper objects for local taxing rather being the property 
realized in the form of those enterprises directly or indirectly 
the product of the trade attached by the port to the city and 
yielding an income to their proprietors, who enjoy the profits 
arising from handling a valuable traffic brought to them through 
the facilities offered by the docks. This would be not only in 
harmony with the port’s interest to be made attractive as a 
center for the aggregation of goods in the course of their ship- 
ment, but also in line with the rapidly growing habit of viewing 
dock property in its public, rather than its private aspects. 

The forces of competition are exercising a singular effect 
upon the port from the point of view of a business enterprise. 
Originally the dock and harbor. dues were important sources of 
profit. These are gradually being reduced to a non-profit basis, 
but with the added improvements necessary the expenses have 
increased. The port, therefore, is looking for its chief profits to 
the handling and storing of goods. With the rise of jobbing 
centers in the interior of the country, and the use of the through 
bill of lading, the source of profit is likewise being lost to them. 
Reduced income, with increased expenses, is a question serious 
enough in itself; yet where the enterprise must be kept going 
regardless of this business aspect of the problem, because there 
are broader economic questions of a national character involved, 
the question of management, involving the constitution of the 
authority for the exercise of port control, is pressing for 
solution. 
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CHAPTER XVI. 
Postinc MEpIuMs. 


261. The so-called “ auxiliary ” books instead of being sub- 
divisions of the day-book now became subdivisions of the journal. 
It will be better to leave the name “journal” to the original 
book, surviving in a limited sphere of utility, and call all the 
books from which the ledger accounts are derived “ posting 
mediums.” 

262. The day-book has now disappeared. The cash-book is 
used as a posting medium for all receipts and payments ; the sales- 
book for all sales; the invoice-book for all purchases. There 
may also be bills-receivable and payable journals, returned-goods 
books, both outward and inward; deposit-books, draft-books, 
interest-journals; in short, an infinit variety of special posting 
mediums. In each, the separate items are kept posted from day 
to day, while the monthly totals are posted to the opposit side in 
a single sum. And this is the ideal result, for the exterior ac- 
counts should be kept perfectly posted up to the very moment, 
while the interior accounts, kept for instruction, are more useful 
if totalized by months and by days. 

263. Such is the modern business method: instead of dump- 
ing the raw material of transactions into a day-book to be thence 
digested by journalization, it is predigested by being in the first 
instance distributed among specialized books of original entry. 
These books build up the ledger accounts, contributing daily 
details and monthly aggregates ; some of them, like the cash-book, 
are themselves accounts dissevered from the rest of the ledger. 

264. While the two processes of analyzing the transaction into 
its debits and credits and of combining those of like nature were 
becoming facilitated by the adoption of numerous posting 

*Copyright, 1907, by Charles E. Sprague, 
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mediums in place of the single journal, another solution of the 
problem was developing; namely, the equipping of the books of 
original entry with additional money-columns for distribution 
and aggregation. This was applied in some cases to the journal 
which continued to be the sole posting medium, and in others to 
the specialized mediums which had taken over part of the func- 
tions of the journal. Thus the simplification of the journal de- 
velopt on two distinct lines: the introduction of separate and 
specialized books and the introduction of separate and specialized 
columns. 

265. Looking thru the pages of any journal, it will be seen 
that a few accounts appear in the majority of the items. If, then, 
we add an extra column for each of these often-recurring ac- 
counts and insert all other items in the ordinary columns, we 
may defer posting such frequent accounts till the end of the 
month, or as long as we please. For a columnar journal of this 
type the arrangement shown in Art. 249, Fig. 44, where the 
money-columns are placed on the outside and the wording in 
the middle is often advantageous. Supposing cash, merchandise, 
debits to expense, and credits to interest to be the frequently re- 
quired postings, the arrangement might be as shown in Figure 46. 

266. The word “Sundries” is here used to denote all other 
accounts than cash, merchandise, expense, and interest. Amounts 
in the “ Sundries” columns are separately posted to the respec- 
tiv accounts and in order to trace them a folio column is ruled 
next to those columns. At the bottom of the page the addition 
of each column is made and the totals carried forward to the 
head of the next page. If correct, the sum of the debits will be 
equal to the sum of the credits. The totals of the special 
columns will be posted in a lump at the end of the month, thus 
saving much labor and turning of leaves. 

267. Besides this economy of time and space, the columnar 
method is useful for keeping group-accounts and subordinate 
accounts without the formality of two grades of ledger. 

For example, in discussing James Jones’ balance-sheet (Fig. 
18), we found a composit item consisting of amounts due 
from various personal debtors, $15,972.15. This is the aggre- 
gate of numerous individual accounts. Now if two special 
columns had been provided in the columnar journal and entitled 
(say) “ Accounts Receivable, Dr.,” and “ Accounts Receivable, 


288 


| 

| 

| 

| 

| 

| 

| 

| 

| 

= 


= 

> 

> 

= 

RY 

= 


AULNY 


IVNUNOf aunorg 


| 
[24 
= 
289 


The Journal of Accountancy. 


Cr.,” the aggregate might be ascertained at any time from the 
totals of these columns by balancing; the items being also posted 
to the individual accounts, as noted in the folio columns. 

268. To obtain the aggregate balance at the end of each month 
the balance at the beginning would be placed under the total of 
the debit column and then the balance struck: 


Accounts Accounts 
RECEIVABLE. RECEIVABLE. 
Cr. 


| 


{Total for month] [Total for month} 


Balance Balance 
brought forward carried forward 


' 


By bringing the previous balance under the column instead 
of bringing it to the top, we preserve the monthly total clear and 
distinct. The same device is also useful in other than columnar 
books. 

269. More usually, however, the monthly totals are posted to a 
formal general-ledger account as will be explained hereafter. 

270. There is danger of overdoing the principle of column- 
ization. If we attempt to carry too many columns, the necessity 
of adding them up after a very few entries in each introduces a 
great many useless figures. In a great number of columns ex- 
tending a long distance across the page there is danger also of 
inserting the amount in the wrong column. 

271. In a multi-columnar journal there is great waste of 
space; for with ten columns nine-tenths of each column, on an 
average, must be vacant. If we get rid of the idea that each 
amount must necessarily come exactly in line with its descriptiv 
entry, we can carry a large number of accounts by the process of 
side-posting. 
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272. Suppose an ordinary journal with two money columns 
only, but occupying the left-hand pages alone, the right-hand 
pages being devoted to the side-posting or analysis. There are, 
say, thirty lines to the page. Let the right-hand page be ruled 
in four columns, two for the analysis of debits and two for the 
analysis of credits. There will then be sixty lines in which to 
enter the thirty possible debits, and sixty lines for the thirty 
possible credits, so that there will be ample room, allowing for 
names of accounts and for totals brought and carried forward. 
But the side posting must be done one account at a time, and 
only when the journal page is complete. Suppose, for example, 
that we begin with debits to cash. We write at the top in red 
the amount brought from the previous page; then passing down 
the journal we post every debit to cash until we have exhausted 
them, checking each as we do so. When the last has been posted, 
we either add these debits together in red or leave a line for 
doing so later. Next we take up another account, say Expense, 
and pick out all the debits relating to that account. We shall 
finally have the entire contents of the journal classified into 
columns, but these will be solid, compact columns, not the 
straggling ones produced by the ordinary columnization. (See 
Figure 48.) 

273. The loose-leaf principle may also be utilized to classify 
the journal while retaining its time-honored form. Each fre- 
quently recurring type of entry may be assigned to a separate 
page and additional pages inserted as these fill up, so that on the 
last day of the month it is only necessary to complete the entries 
by addition, they having already been posted in detail. 

If, for example, the charging of interest on personal accounts 
is one of the normal entries regularly occurring, a loose-leaf 
journal page is headed: 

“ Sundries Dr. to Interest ” 
and each charge of that nature is entered thereon as it occurs, 
with uniform specifications which may be columnized to suit the 
requirements. The posting of the debits is kept up day by day. 
As the pages fill up, others are inserted and the additions made 
continuous to the end of the month when the compound entry is 
completed. 

274. In this way, we have the same results as in monthly 
journalization, without the delay incident to that plan (Arts. 
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258, 259). But in the rigidly bound book, this would have been 
impracticable as the space required for each class of entry could 
not be predetermined; if too much space were allowed, there 
would be waste; if too little, confusion and intermingling. There 
is an elasticity which is of great advantage in the modern method 
of first preparing the sheets and then binding them into books, 
rather than binding first and then accommodating the writings to 
them. 

275. Recurring to the direct posting mediums, or partial 
journals, such as cash-book and sales-book, it may be observed 
that in many kinds of business the cash-book may be made to 
contain all the entries for which the journal has been kept open, 
as stated in Art. 251, thus completely abolishing the journal. 
The cash-book is eligible for this office, since it is a complete ac- 
count, having both sides. A fictitious receipt of money is entered 
on the one side and is compensated by a fictitious payment on the 
other side. Thus, in a bank which pays interest on deposits, the 
usual formula is 

Interest/Depositors. 
But this may, instead of a journal entry, be two cash-book entries 
Interest/Cash 
Cash/Depositors 
as if the bank had paid the amounts of interest to the depositors 
and they had re-deposited the same. In fact, many banks do 
actually draw checks for the interest and send them to each de- 
positor; if the depositor (as oftenest happens) sends back the 
check endorst for deposit the fact in these banks coincides with 
the fiction in the former class. Objection may be made to this 
journalization by means of a pair of cash-entries, that it inflates 
both sides of the cash-account by the same amount. This how- 
ever, is not considered a very great evil. Those who are very 
punctilious as to keeping the cash “ pure ” may place the amounts 
of such entries outside of the cash-column to exclude them from 
its total, or may write them in colored ink with the same 
purpose. 

276. Where several posting mediums are used, it will happen 
that there are entries which affect two of the posting mediums. 
For example, sales for cash, where there is no known person to 
be charged for the sale and to be credited for the cash. This 
seems to have presented a difficulty for some writers on bookkeep- 
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ing, and they have set forth two remedies. The one is not to make 
any entry in the sales-book at all, but to post cash-sales direct to 
the sales account in the ledger. This makes the sales-book an 
incomplete record of sales, and destroys the unity of the total 
sales entry in the ledger. The other way is to establish an ac- 
count representing the purchasers for cash, entitled, perhaps, 
“ Cash Sales.” This is debited in the usual course from the sales- 
book and credited from the cash-book. 

But it seems to me that these devices are entirely useless and 
that no posting is needed. If we look upon the cash-book as a 
cash account, the debit to cash is already made; if we look upon 
the sales-book as a segment of the sales account, that credit is 
effected. All that is necessary is to mark the cash entry and the 
sales entry each as the posting of the other. 

277. Any “ auxiliary ” book may almost invariably be treated, 
not merely as a posting-medium, but as an actual account, or 
half-account in detail, altho there may be a more condenst account 
in the ledger. Especially is this view requisit when we consider 
postings as made from the original papers which represent 
transactions. 


CHAPTER XVII. 
PostinG From TICKETs. 


278. As I have already said, in modern business the primary 
record of any normal transaction is made on a paper of some 
kind. These papers for the most part have an evidential value: 
they are proof of some fact and constitute vouchers between the 
concern and its subordinates or those outsiders who do business 
with it—the co-negotiants. The latter are the more valuable, 
but the highest degree of value in a voucher is attained when it 
embodies admissions, adverse to themselves, on the part of the 
co-negotiant in the transaction and of every subordinate who 
has to do with it; when everyone who is charged with value 
admits his responsibility, and everyone claiming value defines 
the extent of his claim in writing. The subject of the voucher 
is a most important one, especially to the auditor and is con- 
stantly assuming greater importance. A large part of the busi- 
ness world is at the stage where the only vouchers recognized 
are those for cash paid. It is beginning, however, to be gen- 
erally seen that when cash is received, some other value is given 
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and that an acknowledgment of this other value is desirable; 
hence the voucher with cash is coming to be exacted as well as 
the voucher for cash. For example, a bank files the deposit-slip 
which is a voucher with cash, as well as the checks, which are a 
voucher for cash. 

279. But this is not the place for the treatment of business- 
papers as vouchers; it is solely their use as posting-tickets, irre- 
spectiv of serving as evidence, with which we are now concerned. 
The use of the ticket as a posting source is a modern develop- 
ment. Forty years ago, altho the ticket existed, it was used only 
once; it was “ written up” in the day-book, or in the journal, 
or in the auxiliary, as the case might be, but thereafter it was 
dead. No posting was considered legitimate unless it was from 
book to book. Even the banks, having written up deposit-slips, 
remittance letters, checks and drafts in books called “ debit-cash ” 
and “credit-cash,” posted the depositors’ accounts from these 
clumsy books and not from the easily handled tickets, as is now 
universally done. 

280. The thoro application of the voucher principle results 
in a paper for every transaction which occurs, even those known 
as journal entries. If the auditor finds such a complete set of 
vouchers, conveniently arranged, he can make himself independent 
of the books; he can arrive at results which will verify, or dis- 
prove, the results of the books far more effectually than the old 
plan of “ ticking off ” and may readily introduce a different and 
instructiv point of view by re-classification. 

281. In a thoro-going ticket system, the distinction between 
“ writing-up ’’ and posting vanishes and every ticket is simply 
entered in every place where it should be, at least twice, often 
more times. The state of the books is just the same as if one of 
the entries had been made thru a posting medium. It cannot 
always be told afterwards which process was actually employed. 

282. The ticket, or voucher, should have appropriate places 
for noting the fact of the postings having been made, either by a 
reference number or letter, or by a check-mark. All tickets of a 
certain form may in some cases be provided with a serial number 
so as to determin the order of occurrence if necessary; or again, 
when made up from outside, such order of rotation may be 
denoted by a numbering or dating mechanism, to be applied as 
they come in. 
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283. The practical advantages of posting from ticket to book 
over posting from book to book are as follows: 


(1) The ticket is brought with the left hand close to 
the point where the entry is made so that there is no need 
to rely on memory even for the brief space of time it takes 
to pass from the page of a book to the page of another 
book. This brief time is sufficient to cause many errors, 
from the prototype and the copy not being under the eye 
at the same moment. 

(2) The tickets may and should be assorted into an 
order which will go straight thru the ledger without wan- 
dering back and forth. A great part of the bookkeeper’s 
time is wasted in the physical exercise of turning leaves. 
This advantage attends also the loose-leaf systems of 
accounts where a regular consecution can be maintained. 

(3) As only one of the tickets at a time is exposed to 
view, the eye does not so easily lead to error by falling 
upon a wrong amount. 


(4) Tickets can be distributed and several bookkeepers 
work on them at the same time; whereas with a bound 
book one must wait for another. 


284. The keeping of the tickets after use requires considera- 
tion and it is important to instal a good filing system. The 
simplest is to file by date, and this will do where reference is 
seldom required. It may be in packages, in envelops, in scrap- 
books or vertically in drawers or boxes, tickets of the same 
model being of course kept together. Either of these plans may 
also be used when the assorting is done by accounts. An in- 
genious combination of posting and filing is where the account is 
kept, instead of a card, on an envelop in which are filed the 
vouchers, these being of the kind which are returned to the 
debtor on payment. This plan is used in clubs, where the mem- 
bers’ tickets for supplies go inside the envelop and the account 
on the outside. When the bill is rendered, nothing more goes 
in or on that envelop. When paid, it is returned, with contents, 
to the member, a new one being started. 


285. When the vouchers are filed by dates in a monthly 
bundle, a cover, or jacket, may be used, having on its outside a 
summary or a journalization of the contents, making a posting - 


206 


| 
| 

| 
| 

j 

| 

| 

| 

| 


The Philosophy of Accounts. 


ticket for the general ledger. Inside may be a detailed list of the | 
vouchers for the use of any auditing authority. 

286. Some vouchers, used as posting-tickets, have ultimately © 
to be past on as vouchers to some one else, like the club-tickets 
mentioned above. In this case a duplicate is often retained for 
permanent record and reference; and if this can be in facsimile, 
as by the carbon or copying press methods, it is all the better. 

287. The preserving of the original or duplicate tickets often’ 
renders it unnecessary to make any detailed entry in the books, 
but simply the amount. Thus, it was formerly customary to 
copy each bill of goods sent out into the sales-book ; but the more 
modern practise is to enter there and in the purchaser’s account 
merely the total sold, without specification of items or prices. 
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Auditing Conductors’ Collections on Interurban 
Railways. 


By H. Forse, JRr., 
Secretary and Treasurer, Indiana Union Traction Company. 


Many and varied are the devices used by railway mana- 
gers to increase the percentage that “passenger receipts” bears to 
“ fares collected,” ranging from the lottery scheme formerly used 
by a Mexican railway, to the somewhat complicated system of 
fare registers and receipts used by some interurban railways. 

The use of fare registers is a characteristic of street railways 
that has been retained in the operation of many interurban 
properties. A fare register probably exercises the deterrent 
effect produced by a certain cash register, which was said to 
possess wonderful qualities for increasing the cash receipts of an 
American operating a restaurant in Old Mexico. It was observed 
that each time the waiter brought his collection to the proprietor, 
a heavy blow was given the keyboard of the register, its big bel! 
clanged sonorously, and the coin was tossed into the money 
drawer. A friend of the restauranteur, a fellow countryman, 
noticed that the register was ancient and its recording mechanism 
was missing, and inquired what earthly reason there could be for 
keeping a machine so lacking in its essential features. The pro- 
prietor replied that he had suffered greatly from stealing by his 
waiters, but since he had bought this toothless watchdog, the 
waiters thought they were being watched by a remarkable 
American detective machine, and the restaurant receipts which 
found their way to the proprietor’s till had considerably 
increased. 

Conductors are human, subject to temptation, and as fare 
registers are frequently watched by curious passengers, the moral 
effect of the dial and gong is no doubt excellent. 

A special type of register is used for interurban service 
when the five cent zone system is outgrown. A register having a 
“bank” of a dozen dials is sometimes used for the purpose of 
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indicating ten different rates of fares, ticket and pass collections, 
and the issuance of cash fare receipts. 


Cash fare receipts are used when there are more classes of 
fares than there are dials on the register, and when no registers 
are used. They are printed in duplicate, and after the two parts 
are punched simultaneously, they are separated at perforation, 
one part is given the passenger as his receipt, and one part, 
called the audit stub, is retained by the conductor, and at the 
end of the day is sent to the auditor. A receipt having two 
audit stubs exactly alike is used when a crew operates a car over 
the tracks of its own and a connecting line. One of the stubs is 
then sent to the auditor of each of the railways, and is used in 
support of the statements showing amount of interline cash 
collections. 


In order that conductors may be compelled to punch the two 
parts of the fare receipts in the same relative places they are per- 
forated and folded over by the printer before being clinched in 
pads of fifty or one hundred. The conductor is supposed to 
punch the two parts exactly alike, with one punching through 
them both. In practice, however, a man sometimes punches 
the part given passenger for the full amount paid, say $1.30, 
while the audit stub is punched $1.05, the difference being 
pocketed. This manipulation has been overcome to some extent 
by the use, on short lines, of a small metal container. The 
container is filled with fare receipts by the office issuing them, 
and after being locked is delivered to the conductor. It is made 
to fit the pocket, and its patented feature is intended to prevent 
the conductor issuing the passenger a receipt which differs in 
amount from the audit stub. 


Secret inspection has been found a necessary adjunct of 
mechanical safeguards. The simplest reports of inspectors 
usually consist of “ on and off ” records. The inspector or inspec- 
tors travel the full length of a conductor’s trip, and, unknown to 
him, keep accurate count of the passengers who get on and off 
at each stopping place. In order that these reports, when honestly 
prepared, may serve as an accurate check upon conductors, there 
must be a comprehensive system provided, which will automati- 
cally furnish the auditor with the same record of passengers 
“on and off” from the conductor’s standpoint. The following 
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plan is outlined as a skeleton which may be filled in with details 
peculiar to different companies. 

Each person who rides should give the conductor something 
for which he must account to the auditor. This may be cash, a 
ticket, trip pass, or coupon. If the somewhat cumbersome plan 
of issuing a receipt for each ticket and pass, as well as cash fares, 
is followed, the conductor’s work will sometimes be increased 
beyond his power to handle it all properly. 

Presuming that fare receipts are issued only for cash paid, 
conductors are instructed to write upon the back of each strip of 
coupons collected, the points between which the passenger trav- 
eled. If an employee presents a card pass he should be required 
to affix his signature to a slip filled in by the conductor, showing 
the zone through which he traveled, in addition to pass number. 
The fare receipt will be punched with the amount paid and names 
of stations for which the fare was paid. The tickets will, in 
themselves, show the zones covered by passengers using them, 
and thus the record in this connection is complete. 

The tickets, coupons, etc., for each trip are placed in a separate 
envelope by the conductor, and are received in the office of the 
auditor. If he is informed that an inspector has covered certain 
trips,. the conductor’s collections for those trips are tabulated, 
showing the number of passengers accounted for as having 
boarded and left the car at each station. These reports are com- 
pared with the inspector’s reports, and if inspector and conductor 
are equally careful and honest, there should not be the slightest 
difference in the figures. 

It would not be practicable to have an inspector reporting each 
trip, even if the expense were not prohibitive. Some of the 
steam railways have, in a measure, solved this problem by the use 
of train auditors. These are men chosen for their peculiar fitness, 
good character and thorough knowledge of the tickets and other 
forms of transportation used on the entire system. They may be 
young men trained in the office of the auditor. The regular con- 
ductor is familiar with operating conditions on his division, and 
looks after the train operation only; the train auditor collects all 
fares. Train auditors are frequently shifted from one division to 
another, and comparisons are made of their collections. 

Interurban railway conductors using fare registers are sub- 
ject to check in another manner. The auditor checks against 
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each other the collections actually turned in by the conductor, 
and the conductor’s record of collections. The conductor’s record 
consists of the paper taken from the locked fare register at the 
end of each day or trip, by a man employed at terminal points for 
this purpose. It follows that if the conductor has carefully “ rung 
up ” each fare collected, on the proper dial, the actual collections 
and the register reading should be the same, if the register is in 
proper working order. Experience has proven that the differ- 
ences are quite frequent, but usually nominal in amount. The 
auditor makes up a statement, daily, of these differences, termed 
“overs and shorts,” and for comparative purposes they serve as 
an index to the efficiency of conductors. Some railways use a 
merit system in this connection, posting the standing of conduc- 
tors on bulletins at carbarns and other places where employees 
congregate, thus creating friendly rivalry for efficiency 
percentages. 


Appointments. 

The University of Chicago has appointed Mr. R. S. Buchanan, C. P. 
A., of the firm of Buchanan, Walton, Joplin, & Co. as a member of the 
Board of Examiners for three years, to succeed Mr. Ernest Reckitt, C 
P. A., whose term has expired. 


Mr. Sidney Stanley Dawson, F. C. A., of Liverpool and London, has 
been appointed Professor of Accounting at the University of Birming- 
ham, in succession to Professor Lawrence R. Dicksee, M. Com., F. C. A., 
who, it will be remembered, resigned that position to accept a post con- 
nected with the scheme for the business education of a limited number 
of English Army officers. 


Errata. 


The author of the article in the July issue on Operating Statistics for 
Street Railways is Mr. P. S. Young. The article was erroneously credited 
to Mr. Albert F. Allen. 

Following a newspaper report, the names of the new directors of the 
Ohio State Society of Public Accountants were given on page 238 of the 
July issue as follows: Guy Kennedy, Carl N. Nau, J. H. Kauffman, 
A. C. Earnest, and J. S. Goodloe. The correct list of officers elected at 
the annual meeting on June 22, is: President, Guy H. Kennedy; Vice- 
President, Carl H. Nau; Secretary and Treasurer, J. H. Kauffman; 
additional directors, J. S. M. Goodloe, A. C. Ernst, R. J. McIntosh, and 
G. F. Mansell. 
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EDITORIAL. 
University Preparation for Business. 


During the last twenty years a remarkable broadening of the 
field of education has taken place in the United States. Men of 
middle age remember the day when “ to get an education ” meant 
the acquirement of a prescribed amount of knowledge. All edu- 
cated men had covered practically the same ground in the 
sciences, mathematics and languages. Soon after the Civil War, 
however, some of our schools and colleges began to vary their 
courses of study. Then first we began to hear of scientific and 
literary courses running parallel with the classical course. 
Students who pursued these new courses were not granted upon 
graduation the time-honored degree of Bachelor of Arts, but 
were forced to be content with becoming Bachelor of Science or 
with receiving some such new degree as Bachelor of Philosophy 
or Bachelor of Literature. Indeed, for a long time these new 
degrees, since their recipients knew little Latin and no Greek, 
were looked upon as rather cheap substitutes for the degree of 
Bachelor of Arts. Little by little, however, respect for these new 
degrees began to grow. Teachers discovered that the modern 
languages, when properly taught, possessed an educational value 
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not appreciably less than that which had long been supposed to 
be the property of the classical languages alone. Men trained in 
the sciences and in the modern languages proved fully the equal 
of those trained in philosophy and the classics. As a result, 
there is no longer any debate with regard to the relative advan- 
tages of a classical and a scientific education. Only a minority 
of our educators still maintain that culture can be got only by 
the pursuit of a definite and prescribed course of study. 


The American University has shown a commendable spirit in 
its effort to furnish a higher education suited to American needs. 
It is the testimony of foreigners who have studied our educa- 
tional systems that in this respect the schools of the United States 
are superior to those of any other country. Germany is our 
superior in technical education, but in education for business life 
America now takes the lead. Our progress has been so rapid in 
recent years that it is doubtful if the average American citizen is 
aware of the opportunities which this country affords for the 
education of young men who intend to enter business. The 
pioneer in this field was the University of Pennsylvania, whose 
Wharton School of Finance and Economy was established over 
twenty years ago, The work of that school was carried on amid 
much criticism during the first ten years of its life, but the success 
of its work became finally so apparent and the demand for the 
instruction it gave so strong, that other universities throughout 
the country have, during the last ten years, either established 
similar schools or introduced courses of instruction covering the 
same field of knowledge. We have for example in the East the 
Tuck Foundation at Dartmouth and the School of Commerce, 
Accounts and Finance of New York University. In the West 
similar schools have been created by Ohio State University at 
Columbus, the University of Cincinnati, and the State Univer- 
sities of Wisconsin and Illinois, while at the Universities of 
Michigan, Missouri, and Nebraska, and at least one of the uni- 
versities on the Pacific Coast, numerous courses in the science 
and art of business have been made integral parts of the college 
curriculum. 

This recent development in American education is full of 
significance for the accountant. For some years it has been well 
recognized that the professional public accountant ought to be 
an educated man, but there has been no clear idea as to the nature 
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of the education he should have, and there have been no schools 
in which such an education could be obtained. THE JoURNAL 
believes that the accountants of this country, each in his own 
locality, should with all their influence and energy support these 
so-called university schools of commerce. If a young man wants 
to become an accountant and applies to a practitioner for advice, 
let him by all means be warned against the idea that a knowledge 
of the technique of accounts is all that he need acquire. He may 
get that in a practitioner’s office perhaps better than he can get 
it in some of our university schools, for many of these are dis- 
tant from large cities and are finding it difficult to obtain the 
services of competent instructors in accounts. But the young 
man who means to be a successful and influential accountant ten 
or twenty years hence must know a great deal more than the 
theory and practice of accounting; he should have a broad and 
profound education in the science of business, in mathematics 
and in the languages, and that is the kind of education which 
our university schools of commerce are now aiming to give. 

One of the most interesting and promising experiments in 
higher education is the university evening school. In this field 
New York University took the lead in 1900, when it created its 
School of Commerce, Accounts and Finance. Since then even- 
ing schools in the same field have been established by the Uni- 
versity of Pennsylvania and University of Cincinnati, and other 
universities both in the East and in the West are now planning 
to open similar schools next fall. 

These evening schools appeal first of all to the young men 
engaged in business, their opportunities being particularly appre- 
ciated by bank clerks and by employes in the offices of account- 
ants. For example, over one-half of the six hundred students in 
the New York University School of Commerce, Accounts and 
Finance are seeking to perfect themselves in the knowledge of 
accounts, some because they intend to become public accountants, 
others because they already fill, or expect to fill, positions in 
which an understanding of accounts is essential to first-class 
work. From the accountant’s point of view these evening schools 
have an advantage over the day schools, for they enable the 
young accountant to get his theoretical education and his practical 
experience at the same time. 

There is a tendency in some quarters to regard the work of 
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these evening schools as being inferior in quality to that of the 
day schools. It is taken for granted that the students, since they 
are employed during the day, are incapable of hard study, and 
hence that the lectures to which they listen in the evening must 
be superficial in character. This is an erroneous view. Univer- 
sity men who have been conducting these evening courses are 
practically unanimous in their testimony of the high character 
of work done by the evening students. These students not only 
pay much closer attention to the lectures than the average col- 
lege student, but they apply themselves with more diligence and 
with more interest to the solution of problems that are given 
them. As every college man knows, the atmosphere of the 
college lecture hall is often one of indifference and listlessness. 
Too often the college student is bored by class discussions and 
takes no pains to conceal the fact. Anything like display of 
een interest in the subject in hand is often regarded among the 
men themselves as bad form. The atmosphere of university 
evening schools, on the other hand, is distinctly stimulating. 
Said an instructor in one of these evening schools: “ Before 
that class I do not have to waste an ounce of energy on disci- 
pline. The students attend to that for me. If two men in the 
rear of the room attempt to carry on a conversation while I am 
lecturing, or if all talk does not cease when I enter the room, the 
students themselves promptly rap for order, and insist on hav- 
ing quiet. To such a body of men a teacher is always able to 
give the best that is in him.” Here we have doubtless the main 
reason why first-class work is being done at these evening 
schools. The students want it; they have paid for it; they have 
given up social recreation in order that they may get it. They 
are there to learn and not to loaf or play. 


Those who think the evening students who are employed in 
business during the day have not the time or energy to study 
and master a subject thoroughly probably fail to take into ac- 
count the fact that our evening schools of Commerce, Accounts 
and Finance do not burden their students with a large number of 
subjects at the same time. At the most a student is able to hear 
lectures for only ten hours a week, and experience in these 
schools has shown it to be wise to give the students only one 
topic for study on each evening. A two-hour lecture before 
ordinary college students would prove a very trying task, for it 
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would be very difficult to hold their attention for such a long 
period. But in the university evening schools of Accounts and 
Finance, so eager is the interest of the students and so keen is 
their questioning spirit, that the two-hour period seems too short 


rather than too long both to the instructor and to the student. 


During the day the student need have but one topic in his mind 
and need review but one of his note-books. Most of them find 
time for this usually between the close of business and the be- 
ginning of the lecture at 8 o’clock, The fact that they have but 
little time to study is not altogether a misfortune. We all know 
how easy it is to dawdle over books when we have an abundance 
of time, and most of us know what a tremendous amount of work 
can be done in an hour if necessity compels. The habit of intense 
application and concentration, one of the most useful habits a 
student can acquire, is developed among these evening students. 

THE JouRNAL would call the attention of the accountants 
especially to the important work which these university evening 
schools are doing, for now is the time when plans should be laid 
for an extension of the work. Such a school should be con- 
nected with every university in this country which is located in 
or near a city. There should be university evening schools of 
Accounts and Finance in Boston, Chicago, St. Louis, San Fran- 
cisco, New Orleans, and Baltimore, not to mention cities like 
Pittsburg, Minneapolis, St. Paul, and Cleveland, where the ex- 
istance of well equipped universities would make the establish- 
ment of such schools an easy task. THE JouRNAL hopes that ac- 
countants in every section of the country will take this subject to 
heart and begin at once a vigorous campaign in favor of this 
most modern of our educational institutions. The profession of 
accountancy must rank as the premier among business profes- 
sions. It is the first business calling for which a professional 
education has been demanded. Let accountants everywhere, 
therefore, prove that they are in earnest and do their utmost to 
provide young men with the kind of training essential to the 
highest success in this new professional career. 


It is fortunate for the public that the really trustworthy chartered 
accountants of this country do their work with great thoroughness, skill, 
and honesty. In New York they daily are engaged in inspections that 
show no flaw, and the same may be said of the best of them in other cities. 
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However, confidence in the pick of the profession does not altogether 
dispel fears of those who are a discredit to it. The conscientious account- 
ant will be the first to endorse the plea that all the men in his business 
should be compelled by law to attend to their contracts efficiently. 

There has been no explanation to show how it was possible for a 
clerk to steal securities worth from $200,000 to $500,000 from a New York 
banking institution a short time ago. The question doubtless occurred to 
everybody who heard of this robbery, one of the most daring and remark- 
able crimes of recent years. Yet no one comes forward with an answer 
from Wall Street, where there must be many bankers and accountants 
able to settle the curiosity of the ignorant, though rightfully interested, 
public. 

A flaw, a vital fault, exists somewhere in the system that permits 
such a theft. That much is certain. , 

This fault is either the lack of what are called “audits,” or in the 
laxity of those audits, which are the inspections of books and records 
made for the banks by expert accountants, either firms or individuals. It 
is an undeniable fact—the authority for this assertion is a skilled account- 
ant for years employed by a firm of national reputation—that no theft of 
bonds or securities is possible without speedy detection if the audits are 
properly conducted. No bank or trust company can be victimized by 
methods such as were used in the recent case so long as careful expert 
accountants regularly and adequately audit the books. The thing is 
utterly absurd from the accountant’s point of view—RALpH H. Graves in 
Harper's Weekly. 


We regret to announce that Mr. E. W. Sells finds it impossible to 
accept the appointment as Professor of Business Administration in the 
New York University School of Gommerce, Accounts and Finance. 
Several universities are now giving instruction in accounting, and all are 
having great difficulty in securing a corps of competent lecturers. Young 
men lack the necessary experience, and the men in active and successful 
practice cannot spare the time. 
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Reviews of ‘Corporation Reports. 


Conducted by THOMAS WARNER MITCHELL, Ph. D. 


' Corporate control is of three kinds, viz.: (1) the control exercised by the stock- 
holder, (2) the control exercised by the board, (3) the control exercised by the officer. 
The purpose of accounts and reports is to make control intelligent. Dothe reports 
rendered to stockholders contain such information as will enable them to exercise in- 
telligent judgment with respect to the fidelity, efficiency and economy of corporate 
trustees and agents? This is the viewpoint of criticism and analysis appearing in this 


department of THE JOURNAL. 


The Illinois Central Report. 


Although not presented in so neatly bound a pamphlet as are those of 
other companies, yet in form the Illinois Central Railroad Company’s 
reports are almost perfect. They possess unity, a rare quality in a cor- 
poration report; almost every statement and schedule contained in them 
is developed in a regular and logical order as the explanation of some 
item in the principal schedule, namely, the system’s general balance sheet. 
Thus when the investigator has perused the report from the beginning to 
the end he feels that he has read a well organized story of the finances 
and operations of this great strategically located system of the Middle 
West. 

The Illinois Central owns about 705 miles of railway, extending from 
Chicago down through central Illinois to Cairo and upward from Spring- 
field to Galena at the northwest of the state; controls the Chicago, 
Madison & Northern in Northern Illinois and Southern Wisconsin; leases 
the lines of the Dubuque & Sioux City, extending from Dubuque across 
Iowa and down to Omaha, where it connects with the Union Pacific; it 
also leases the lines of the Chicago, St. Louis & New Orleans, connecting 
its own lines at Cairo with New Orleans; finally it controls the Yazoo & 
Mississippi Valley, whose lines extend from Memphis to New Orleans, 
lattice-working the rich cotton lands bordering the east side of the Missis- 
sipp! River. The operations of the last named company are published 
separately and are not included in the Illinois Central’s report. The latter 
presents the operations of 4,423.87 miles of railway. 

From the reports of successive years is compiled the comparative state- 
ment of earnings exhibited on another page. With the exception of the 
year 1904, this statement shows in somewhat less degree the same remark- 
able growth in gross and net earnings and gross income that has been 
found true of other railroad corporations during this period. The investor 
is interested in the margin of income over fixed charges and over the 
requirements for paying interest or dividends on his securities. We find 
that, with the exception of one year, the taxes, interest, and rentals require 
considerably less than 50 per cent. of the gross income, leaving as avail- 
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able for the payment of dividends and for other purposes a large net 
income of from nearly seven to nearly eleven millions of dollars. This 
net income has been sufficient to pay dividends on the stock at the rate 
of 6 and 7 per cent. and still leave from $3,163,528 to $5,038,462 or from 
36 to 51 per cent. of itself as undivided profits. The policy of the man- 
agement is revealed in the fact that nearly all of these undivided profits 
are appropriated each year for betterment purposes, the company thus 
constantly improving the already remarkably efficient transportation 
machine which it possesses, and at the expense of its income account. 


The writer, on several former occasions, has criticised this practice as 
revealed in the reports of other companies—not the practice of applying a 
considerable portion of profits to improvement purposes, but that of 
charging the cost of these improvements and betterments against income 
as an expense, and thus keeping down the surplus account, instead of 
adding them to the property accounts as capital expenditures and giving 
the surplus account the benefit of them. In deciding whether a given 
expenditure upon its property is of the nature of an improvement and 
therefore a capital expenditure, or of mere maintenance and therefore an 
expense, we believe that the company should be conservative, interpreting 
as betterments only those expenditures which clearly will increase the earn- 
ing power of the railroad. But we do not believe that the cost of those 
which unquestionably are betterments should be charged against income 
or surplus, but to the property accounts. To follow the former course 
is in reality to create a secret surplus which misrepresents and under- 
states the strength of the company’s stock in times of possible business 
depression and furnishes an opportunity for those who have access to the 
records, by digging out these long forgotten appropriations, capitalizing 
them and declaring dividends on the basis of them, to reap profits which 
they could not have obtained had these expenditures been properly 
charged in the first place—profits which belonged to those who were 
stockholders at the time these expenditures were made rather than to 
their successors many years afterward. We believe that while the use 
of a goodly portion of each year’s income for betterment purposes is the 
mark of a conservative dividend policy, the charging of such appropria- 
tions as an expense is not a part of it, and may lend itself to mischievous 
practices. 


When the investigator comes to test the sufficiency of the maintenance 
expenditures he finds most of the work already done for him. In the 
summary of maintenance expenditures found on another page the italicized 
figures have been computed, the others are taken directly from the 
reports. It will be observed that the expenditures per mile for main- 
tenance of way have averaged well above $1,300, several hundreds of 
dollars more than is allowed by many other companies whose lines lie in 
the same section or just across the Mississippi River. This average total 
expenditure makes an excellent showing as also does one of the details, 
namely, ties relaid per mile of road. The rate of tie deterioration 
naturally varies in different sections of the country; possibly it is more 
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rapid in the lower Mississippi Valley than elsewhere. At one time 400 
ties per mile per annum was considered a good allowance. In recent 
years the allowance has been nearer 330 ties per mile. The Illinois Cen- 
tral’s allowance, therefore, with the exception of one year, seems ample. 

Dealing with rail renewals the company’s report states the total num- 
ber of tons of new rails relaid in the track, but not the mileage of track 
thus repaired. An analysis of the changes in the track composition reveais 
the fact that, while the total mileage of the system increased by about 82 
miles during the year 1905-1906, the mileage of 85-pound rail increased 
by about 180 miles, while that of 60-pound rail increased nearly 4 miles. 
From this one might infer that about 102 miles of track had been relaid 
with new 60-pound and 85-pound rails. Such an inference would be 
entirely untrustworthy, however; for although the mileage of rails of 
every other weight shows either a decrease or no change, it is not at all 
probable that all the old rails taken up were replaced with 60- and 85- 
pound rails. This is further confirmed by the fact that, assuming that 
all the new rail relaid weighed 85 pounds per yard (requiring 133.57 tons 
per mile), the 25,754 tons used in 1906 would be sufficient to relay about 
190 miles instead of the 102 inferred. This is one point in which the 
company’s report is defective. 

With the exception of that for 1901, the allowances for repairs and 
renewals of locomotives are fair. The same remark applies to the figures 
representing the maintenance of passenger cars. The expenditures per 
mile run for repairs and renewals of freight cars seem large, especially 
during the last three years; but this rapid growth in the stated cost of 
maintaining the freight equipment is a common thing among all rail- 
roads during the last two or three years and may reflect the effect of the 
increased weight of the modern cars when loaded, or the condition of 
the car and labor markets. 

Taking everything it seems that the Illinois Central properties have 
been well maintained. Another point of interest is the efficiency of car 
and train management. The materials which will form the basis of this 
investigation are presented in the following table: 


Ave. Ave. dis- | Ave. 
Ave. | train :, Ave. | No. of | Ave. i, i. tance | capaci- 
train | load loaded No. of | tons | No. of 8 “.._| travel-| ty per 
Year| load. | rev- | [all cars| rev- |tons all ed per | freight 
enue | Ser per. | enue | freight freight | car in 
tons. — train. | ‘Tin. per iain. | train. | Per| tons 


1906 411 | 353 | 20.0] 27.1 | 17.6 | 20.5 | 43.3 | 5.21 | 24.4] 34.42 
1905 367 | 319 | 18.8 | 26.1 | 17.0 | 19.5 | 50.1 | 5.41 | 23-7 | 33-95 
1904| 332 | 278 | 17.6 | 24.4 | 15.6] 18.7 | 42.9 | 5-19 | 24.5 | 33.30 
1903 335 | 288 | 18.2 | 24.6 | 15.8 | 18.4 | 40.4] 5.07 | 26.4 | 31.85 
1902 | 325 | 275 | 18.5 | 24.4 | 14.9 | 17-6 | 36.6 | 4.99 | 27.5 | 30.10 
1901 | 275 | 235 | 16.3 | 22.6| 14.4 | 16.9 | 34.5 | 4.69 | 28.1 | 28.50 
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Taking up the freight car management first we find that this equip- 
ment moved much more slowly in 1906 than it did in 1901, namely, 24.4 
miles per car per day as compared with 28.1 miles. This is counteracted 
by the fact that the average tonnage capacity of these cars and indeed the 
average load per car increased more than proportionately. That is, in 
1906 the Illinois Central was operating with much larger cars which 
carried much larger loads than in 1901 and, therefore, probably requiring 
a longer time to load and unload. 


Passing to train management we find that the average train length has 
increased from 22.6 to 27.1 cars. Further, the number of loaded cars per 
train has increased from 16.3 to 20 cars, leaving an empty car capacity 
of only 26 per cent. of the total train capacity in 1906 as compared with 
28 per cent in 1901. At the same time the longer trains and the greater 
loads per car have increased the revenue train load from 235 to 353 
tons or more than 50 per cent. The train loads compare favorably with 
those on any of the middle western and granger railroads, a fact which 
is due as well to the progressive betterment policy of the company as 
to the low and easy grades found on the lines of the system. The com- 
pany has spent large sums in the better equipping of its road, increasing 
the number and total capacity of its cars from 37,908 cars and 1,115,754 
tons respectively in 1901 to 55,575 cars and 1,933,173 tons in 1906; the 
average capacity per car has been increased from 28.5 tons to 34.42 tons 
as shown in the table. During the same time the average tractive power 
of the locomotives has been increased from 3,294 to 3,940 tons, and their 
number from 891 to 1,193. These improvements and additions together 
with the substitution of heavy for light rails have tended to increase the 
Illinois Central’s operating efficiency and economy. 


Compared with that of other roads the company’s passenger service 
does not seem to be so well managed. There are too many cars and too 
few passengers per train. Or rather the trains contain too many cars 
considering the number of passengers. In 1901 there were 7.36 passengers 
and in 1906 8.31 passengers per car. Comparative statistics indicate that 
the number should be eleven or twelve. The Illinois Central is improv- 
ing its management of this branch of its service, however, as is shown by 
the increase in the two figures just given. 

In order that the especial merits of the Illinois Central’s reports might 
be properly brought out, that company’s general balance sheet with its 
accompanying schedules should be presented. Space considerations pre- 
vent this however. Suffice it to say that each important item in the 
balance sheet, such as “ Railroads and Equipment,” “ Materials and Sup- 
plies,” “ Stocks Owned,” “ Funded Debt,” and the like, is designated by 
a letter of the alphabet and accompanied by a detailed schedule, often 
comparative in form, showing either the elements of which the item is 
composed or accounting for all the changes which have taken place in it 
during the year. Thus by the time the stockholder has read the balance 
sheet (which, however, is not comparative) and the explanatory 
schedules which accompany it, he has received a fairly comprehensive and 
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comprehensible account of the company’s financial operations and 
conditions. 

The growth of the Illinois Central’s financial strength can be shown 
again by means of the following table, which reduces all quantities to a per 
mile basis. It will be seen that the company’s passenger traffic has 


Ave. No. Oper- 
of pass- ating 

engers 
carried 
one mile 
per mile 
of road. 


1901 | 88,713} 952,826] 8,755| 5.754 
1902 | 93,847] 1,041,121 | 9,546/| 6,138) 64.3 
1903 |106, 088} 1,205,816 | 10,526 | 6,950} 66.0 
1904 |I11, 763) 1,202,929 | 10,790] 7,555] 70-0 
1905 |133, 401] 1,270,977 | 11,319 | 7,564) 66.8 
1906 |115, 598) 1,408,403 | 11,672 | 7,754) 66.4 


increased 31 per cent. during this five-year period and its freight traffic 
48 per cent. Gross earnings have reflected these by an increase of 33 1-3 
per cent. During two years the operating expenses increased more than 
proportionately as is indicated by the rise in the percentages given for 
1903 and 1904; but the company’s policy of improving and better equip- 
ping its road has finally resulted in a decline in the operating ratio. Thus 
on the whole the net earnings per mile have increased over 30 per cent. 

The last four columns of the table bring out in a striking way the 
financial strength of this company. While the fixed charges per mile 
have risen somewhat their increase has not been at all commensurate with 
that of either the net earnings or the gross income. As a result the 
margin or gross income over fixed charges has increased from 46 per 
cent. of the latter in 1901 to 53 per cent. in 1906. In other words, the 
income available for such purposes is sufficient to pay all the fixed charges 
and still leave $2,455 for each mile of railroad with which to pay divi- 
dends on the stock. After distributing 7 per cent. in this way in 1906, 
there was left for each mile of railroad included in the report $951 or 
nearly 20 per cent. of the total gross income for other purposes. It is 
easily seen why Illinois Central securities are gilt edged. 

In conclusion it may be said that the Illinois Central’s reports are 
models in form and contents. 


) 
> . 
Net . 
Other Fixed 
r| ratio | per | amie. | | mie 
% $ $ $ $ 
3,001) 594 | 3,595) 1,942 
3,408) 831 | 4,239) 1,949 
3,576} 806 | 4,382) 1,883 
3,234; 626 | 3,860] 1,817 
35755| 631 | 4,386) 2,069 
3,918) 736 | 4,654) 2,199 
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Current Magazine Articles. 

The periodical literature of business is enormous in volume, but not impressive in 
quality. Too much of it is mere gossip or disguised advertising or superficial re- 
hash of what sensible business men already know- But among the chaff there are 
always a few grains of wheat which ought not to be allowed to go to waste. It is 
the purpose of this department to pick out and summarize some of the articles that 
are worth attention. As no one man could possibly cover the whole field, the editor 
will be grateful to anyone who will take the trouble to call his attention to articles 
that have been found useful. 


A meritorious criticism of the Interstate Commerce Commission’s 
circular order to railroads dated May toth, appears in The Railway 
Gazette for July 26th. 

The Commission’s plan provides for the prevention of unauthorized 
expenditures and locates properly all sums received, according to the 
Gazette, but it fails to offer means by which executive officers can watch 
and control their properties. Should the order be carried through 
strictly on the lines now indicated it would work a great deal of harm to 
a large group of railroads. 

It is objected further that the system is without balance and the 
accounts are poorly arranged, expenditures for labor and materials being 
indiscriminately mixed. Nearly half the cost of maintaining permanent 
way is lumped into one account (roadway and track) with the result that 
in the places where supervision and control could best be exerted by 
executive officers, the expense is bulked so large as to obscure all the 
essential facts, while in other accounts the divisions. are so minute as to 
be burdensome. Inconsistencies can also be pointed out. Thus track, 
yard, and terminal rent is charged and credited to expenses, while rent 
of cars is charged to expenses and credited to earnings. Upon what 
grounds can it be ruled that when A rents a track to B it works a reduc- 
tion in his expenses, but that when he rents a car it swells his earnings? 
The new accounts also interrupt the continuity of railroad statistics at a 
time when they are most needed to point the way to necessary economies 
and to test the efficiency of operating methods. 

The requirement that a specific charge be made to provide for depre- 
ciation, reported monthly, is likely to make a great deal of trouble for 
roads in the newer and less developed parts of the country. A direct 
charge for depreciation is made under the head “ Maintenance of Equip- 
ment.” The item of depreciation, as applied to ways and structures, is 
not yet specifically set forth. The Commission says definitely that 
operating expenses must not be burdened with expenditures for additions, 
the purposes of which are to improve the property operated. Charging 
betterments to operation has taken the place of a specific depreciation 
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charge in American practice, with the important distinction that it has 
been wholly flexible, permitting advantage to be taken of good years and 
allowing such work to be passed over in bad years without stirring up 
hostile comment. 

This order works special hardship on the roads in the southwest and 
other undeveloped portions of the country. It is impossible for roads so 
situated to provide for their old age out of youthful earnings. They have 
held rightly, as events have proved, that their first need and duty was to 
serve and develop the country in the best way possible. It has been well 
said that a railroad has never been built through an undeveloped part of 
the southwest that, from the beginning of its operations, could have 
included in current expenses, charges for depreciation and obsolescence 
without showing a deficit. 

It is intimated that the depreciation charge will not at first be obli- 
gatory against way and structure, but only against equipment. Some of 
the strong railroads use a system of accounting depreciation of equipment 
similar to that prescribed by the Commission. In many ways this classi- 
fication is defective and the heaviest burden falls upon the weaker 
railroads. 


Cost Records for a Publisher. 


The above is the title of a suggestive article in the August number of 
System. 
It describes a simple cost system by which a printing concern can keep 


an accurate record of the cost of every piece of work done. Its sim- 
plicity lies in the fact that red tape has been eliminated and three printed 
forms only are used. On these forms employees are expected to enter 
the time they spend on each job. An envelope large enough to hold the 
original copy, proofs, etc., is used. Printed forms appear on both sides. 

Form I when properly filled out furnishes a complete description of 
the job. Form II gives complete data of work done, stock, time, etc. 
On finishing each piece of work the employees fill out one of the time 
tickets which are handed out to all employees every morning. From these 
time tickets the cost of labor on each job is easily computed. 


Factory Costs and Business Methods. 


The Jron Age of July 11 contains a valuable article on the proper 
apportionment of general expense. 

In a factory where one line of products goes from department to 
department, always in the same order, the apportionment of general 
expense is simple compared with another shop where the product is 
diversified. In the latter case one article may not be handled by all 
departments, and it would not be fair to reckon into its cost the expense 
of all departments. Therefore the general expense must be divided into 
department general expense and office general expense, if the latter may 
be employed to indicate expense which applies to the entire establishment. 

One company now employs a system of departmental expense and finds 
it very effective. In the machine department the labor cost is greater as 
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compared to the total cost than in the wheel department. Therefore it 
would be unfair to reckon the general expense on the sum total of pro- 
ductive labor of the entire establishment, for the item of labor would be 
much exaggerated in the wheel departments and minimized in the machine 
department. Then again certain departments of the wheel business have 
a greater ratio of labor to other departmental expense than have other 
departments of the same general line of manufacture. Consequently 
the percentage which all departmental general expense bears to the cost 
of productive labor is figured for each department. 

An illustration shows the necessity of this system. In the machine 
department the productive labor cost was $2,000 and the general expense 
$1,000. In one of the wheel departments the cost of labor was $1,000 and 
general departmental expense $2,000. Thus the following percentage of 
general expense to productive labor is obtained: 

Labor. General. Per cent. 
Machine department $1,000 50 
Wheel department 2,000 200 

It would be manifestly unfair to take an average of these percentages 
and apply the result, 125 per cent., to both departments. But just this is 
done when, in such works as these, the one great item of general expense, 
including every expense of the work except productive labor and 
materials, is compared with the total cost of productive labor and the 
percentage applied in working out the cost of all products. The sum 
totals of two items, each obtained in percentages, make up the depart- 
mental general expense. These items are indirect labor and all other 
departmental general expense. 

The total of the actual power required to operate and heat the work 
is ascertained by indicator cards and the basis of coal consumption. The 
power used by each department is obtained from the total by means of 
tests, and each department is charged with its percentage. Other ele- 
ments in the second item are supplies apart from material used in manu- 
facturing, repairs, and similar items. The percentages of this and heat 
and power constitute the general expense of the department. The gather- 
ing of the various items which enter into the indirect labor expense of a 
department is easily accomplished from the general cost system. 

The other item of general expense applies to the entire works. This 
includes every expense not included in productive labor and departmental 
general expense, with the exception of course of raw material. 

With the proper working of this system the management is able to 
quickly discern a distortion arising in the course of manufacturing, for 
instance, an unexplained increase or decrease in the cost of some product. 


We are old enough to remember, says a writer in the Scottish Ameri- 
can, when the profession of an accountant in Scotland was in a somewhat 


similar condition to what it is in this country to-day. In our early days 
the accountants of standing were very few and far between, and these 
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enjoyed almost a monopoly of the public business. Then came the Bank- 
ruptcy Act and gave a great impetus to the accountant. In the cities 
especially accountants were preferred for the office of trustee to wind up 
the bankrupt estates, and as it was a lucrative job the profession soon 
became glutted with persons of various qualifications. The better class 
of them soon thereafter, for their own protection, formed an Institute of 
Accountants, and now, to become a member of that, one has to pass a 
pretty severe examination. That has enhanced the standing of the pro- 
fession. To be entitled to add C. A. (Chartered Accountant) to his name 
is now a certificate both of worthiness and ability. Recently a still greater 
impetus has been given to the profession by the act requiring nearly all 
public accounts to be audited by official auditors—an office to which 
chartered accountants are usually appointed. In auditing such accounts 
they act impartially, and have been the means of a great saving to the 
ratepayers of Scotland. 

In the United States the accountant profession is comparatively in its 
infancy; it may be said to have only sprung into existence within the last 
ten years; but it has evidently a greater future before it here even than 
in Scotland. Members of real ability are very tew in number, and there 
is a constantly growing demand for their services. 

American Railroad Accounting Methods. 

The uniform system of railroad accounts, as laid down by the Inter- 
State Commerce Commission, has just come into operation in America, 
and a recent leading article in The Financial Times puts forward points 
of no little importance to those interested in railroad matters. We are 
told that the new system is intended to insure a correct statement of the 
revenues from operations and to keep the cost of improvements out of 
the operating expenses, but it has also been suggested that the move is 
a thinly-veiled attempt to arrive at the bare working costs of the rail- 
roads. We have previously pointed out that the instructions issued by 
the statistician of the Commission contained very strict orders that all 
“betterment” expenditure was to be kept out of the operating expenses, 
and we can therefore well understand the remark that in the struggle for 
uniformity of accounts the railroads are invited to cast to the winds the 
whole system of conservative finance which has been the boast of many 
American railway companies. This “reform” is curiously interesting, 
inasmuch as it affords us the rather pathetic spectacle of the United States 
‘striving to get back to the low level of British railroad statistics and 
Great Britain struggling to attain to the fullness of perfection exhibited 
by the now discarded American method. For American readers the prob- 
lem is fraught with political complications with which we are thankfully 
unconcerned, but from an English standpoint the change is to be regretted 
for some reasons and welcomed for others. Experience of the new system 
will alone prove on which side of the scale the balance falls —The 
Accountant, July 20, 1907. 
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New York C. P. A. Problems. | 
So.utions sy Leo GrEENDLINGER, B. C. S. 

. Following are the first and third problems in the Practical Accounting ¢ . ¥ 
paper, set in the New York C. P. A. examination in June, 1898, with 
solutions. 

QUESTION 1. 
The trial balance of a manufacturing firm taken January 1, 1897, is as } 
follows: if 
20,000 
38,000 
Stock on hand January 1, 1896 .................. 15,000 : 
1,200 
3,500 
Discounts and allowances .................0000. 1,250 
Insurance (one year from July 1, 1896) ......... 1,150 i 
$165,500 $165,500 


Stock on hand January 1, 1897, $23,000; each partner to be credited 
6% on his capital for one year before profits are ascertained; 3% to be 
written off book debts for discount; 10% to be written off machinery and ' 
plant for depreciation; unexpired insurance to be taken into account; net 
profit to be divided 2-3 to A and 1-3 to B. Draft journal entries for 
closing the books and prepare final balance sheet and profit and loss 
account. 
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SOLUTION. 

To Depreciation on plant and machinery... 
Inventory (January 1, 1896) .......... 
Purchases of raw materials ........... 

Rents and taxes of factory ............ 

Insurance (six months only) ......... 


To close the respective accounts. 


To Manufacturing Account .............. 


To close the former account. 


Trading account (cost of goods sold) .......... 
To Manufacturing Account .............. 


To close the latter account. 


Transfer of former account. 


To Reserve for discount on b/d .......... 
Discounts and allowances ............. 

Profit and loss account (bal.)......... 


To close former and 2 and 3 of the latter. 


6% interest on capital invested viz: 

A. $40,000; B. $20,000. 
Stationery and printing ............... 
Capital A. 2/3 of net profits ........... 


$89,075 


$30,425 


$3,600 


$25,925 


$3,500 
15,000 
38,000 
1,500 ‘ 
24,000 
3,500 
3,000 
575 
$1,500 
$23,000 
64,575 
$87,575 
$95,000 
$750 
1,250 
2,500 
25,025 
$2,400 
1,200 
$6,000 
4,200 
1,200 
600 a. 
9,283.33 
4,641.67 
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SOLUTION. (First Form.) 


ASSETs: Increase Decrease 
Plant and $8,500.00 
$33,000.00 | $13,600.00 
Net increase of assets................. 19,400.00 
$33,000.00 
LIABILITIES: Decrease Increase 
$30,000.00 | $26,000.00 
Net decrease of liabilities.............. 4,000.00 


$30,000.00 


The profits earned, amounting to $23,400, are accounted for as 


follows: 


$23,400.00 


| 
| 
Decrease of Liabilities. ................ 4,000.00 
324 


New York C. P. A. Problems. 


** 
:SMO][OJ SB JOJ 04 ‘peures syyoid 


Jo asvasaq 
Sjassy JO 


| | 0006'S ooS‘glzg 
oot‘61 
| | 006‘S6zg) OOS‘glzg 
o$g | 
=| 
| 000'Sg | 000‘6b 
ooS‘oz | ooS‘oz 
oSz‘z | 
ooS‘g¢ ocoS‘gl | coo'Sg 
‘29q L6gr 


Aouasy 


[[-M-poos pure sjuazeg 
pure sasioyy 
Asouryoeul pue yuelg 
[vay 


:SLassy 


j006‘S6z¢g jooS‘glzg 
| c00‘gzg) 006'S6zg| ooS‘glzg 
jooS‘of 
| 
| 
000‘00Z¢g) 
gogr L6g1 


JON 


3,908 pue yyoig 
$},008 usdo 
see eee 


LAGHS AONVIVE AAILVAVdNOD 
wuog) 


325 


The Journal of Accountancy. 


COMMENTS ON PROBLEM 1. 


The solution to this problem is based on a solution given in Lisle’s 
“ Accounting in Theory and Practice,” where on page 259 an identical 
problem is given. At a glance it will be noticed that the solution gives 
profit and loss account and balance sheet, and not final balance sheet and 
profit and loss account, as the question requires. 

In the C. P. A. problems in Practical Accounting, given by the Penn- 
sylvania State Board in November, 1906, one problem also calls for a bal- 
ance sheet and profit and loss account, which sequence, however, seems to 
be improper. It is the balance sheet that verifies the result exhibited by 
the profit and loss account, and not the latter that verifies the former. 

The profit and loss account is arranged as in Lisle’ s, with this modi- 
fication, however, that the result of manufacturing is closed out into the 
trading section, which again is credited by the sales, thus showing the 
actual gross profit. 

It would, perhaps, be more in accordance with theory to subdivide the 
profit and loss account with proper headings into: Manufacturing, Trad- 
ing, Administration, and Adjustment; each section so subdivided to show 
results as indicated by their respective headings. 

The classification in the balance sheet is somewhat different from that 
given by Lisle in his solution, insomuch that the assets as well as 
liabilities are divided into current and fixed. 

While the cash account appears in its proper place, at the beginning, 
yet it may also be classed last, the reasons being that cash is already 
realized and does not need to be turned over into money; another reason 
for not placing the cash where it is would be the poor impression that 
such a small item of cash, which is out of proportion to the other items 
in the balance sheet, would make upon a party glancing over such a bal- 
ance sheet. In this particular instance, however, the effect is but slight so 
the ordinary form was used. 


COMMENTS ON PROBLEM 3. 


This problem is solved in two forms: the first form is that given by 
Lisle in his “Accounting in Theory and Practice,” where on page 245, an 
identical problem is given with solution; the second form is by the Com- 
parative Balance Sheet. The latter appears to be more suggestive than 
the former, as it shows not only increases and decreases in assets and 
liabilities, but gives the full balance sheet, with all increases and decreases 
appearing alongside one another, and offers statistical advantages for the 
period under surveillance; furthermore this form affords more detailed 
information, as all the items are included, whether they changed, from one 
period to another, or not. 
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